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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name and business address. 

My name is Michael Thompson. 

Phoenix, Arizona 85007. 

My business address is 1200 West Washington Street, 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commission” or “ACC”) as a 

Utilities E n p e e r  - Water/Wastewater in the Utilities Division. 

How long have you been employed by the Commission? 

I have been employed by the Commission since June 2013. 

What are your responsibilities as a Utilities Engineer - WatedWastewater? 

As a Utilities Engineer, specializing in water and wastewater engineering, my responsibilities 

include: the inspection, investgation, and evaluation of water and wastewater systems; 

obtaining data, and preparing investigative reports; providing technical recommendations and 

suggesting corrective action for water and wastewater systems; and providing written and oral 

testimony in rate cases and other cases before the Commission. 

How many companies have you analyzed for the Utilities Division? 

I have analyzed 12 companies covering various responsibilities for the Utilities Division Staff 

(“Utilities Staff’ or “Staff’). 

Have you previously testified before this Commission? 

Yes, I have testified before this Commission. 
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I 

Q. 
A. 

Q- 

A. 

What is your educational background? 

I graduated from the SUNY College of Environmental Science and Forestry (“ESF”) at 

Syracuse, New York, and Syracuse University (“SU”) at Syracuse, New York. I have a 

Bachelor of Science Degree in Pulp and Paper Enpeering from ESF and Chemical 

Engineering from SU. 

Briefly describe your pertinent work experience. 

Prior to my employment with the Commission, I was the Operations Engineer, from 2009 to 

2012, for the Southwest and Central Districts of Golden State Water Company (“GSWC”), 

located in Gardena and Santa Fe Springs, California, respectively. As the Operations 

Engineer, I provided technical assistance and support to the districts’ operations departments 

with primary focus on resolving operational problems and optimizing the efficiency of the 

water system operations. Prior to my employment with GSWC, I was employed with 

Chaparral City Water Company (“Chaparral”’), from 2002 to 2009 as District Operations 

Enpee r .  While at Chaparral, I performed all capital, new business, and water quality 

activities within the district. I served as field engineer/construction manager for all capital 

and new business projects under construction. I also managed all water quality activities 

including monitoring, sampling, and reporting as required by 40 CFR (National Primary 

Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

From 2000 to 2002, I was employed with the Fountain Hills Sanitary District as Engineering 

Assistant. I performed plan review of all commercial and residential projects in the Town of 

Fountain Hills, and managed the district’s construction projects. 

From 1996 to 2000, I was employed as an Environmental Engineering Specialist with the 

h o n a  Department of Environmental Quality (“ADEQ”). During that time period, I 
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performed operations and maintenance site inspections of public water systems in Gila, 

LaPaz, Mohave, and Southwestern Yavapai Counties. 

Q. 

A. 

Please state your professional membership, registrations, and licenses. 

I am registered as a Professional Engineer (Civil) in the State of Arizona, and a Grade 2 

Certified Water Treatment Plant Operator, and a Grade 3 Certified Water Distribution 

System Operator. I am a member of the American Water Works Association and Arizona 

Water Association. 

PURPOSE OF TESTIMONY 

Q. 
A. 

Q. 

A. 

What was your assignment in this rate proceeding? 

My assignment was to provide Staffs engineering evaluations for the Utility Source, U C  

(“Utiliq Source” or “Company”) rate proceedings. 

What is the purpose of your testimony in this proceeding? 

To present the findings of Staffs engineering evaluation of the operations for Utility Source. 

I visited the Utility Source water and wastewater systems on November 7,2013. The findings 

are contained in the Enpeering Report that I have prepared for this proceeding, The report 

is included as Exhibit MT-1 to this pre-filed testimony. 

ENGINEERING REPORT 

Q. 

A. 

Please describe the attached Engineering Report, Exhibit MT-l? 

Exhibit MT-1 presents the details and Staffs analysis and &dings for Utility Source’s water 

and wastewater systems, and is attached to the direct testimony. Exhibit MT-1 contains the 

following major topics: 1) Introduction and Location of the Utility Source Water and 

Wastewater Systems, 2) Description of the Water and Wastewater Systems, 2) Water and 
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Wastewater Use, 3) Growth, 4) Compliance Status with ADEQ, the Arizona Department of 

Water Resources, and the Commission, 5)  Depreciation Rates, and 6) Other Issues. 

Q. 

A. Yes. 

Was the Engineering Report prepared by you? 

CONCLUSIONS AND RECOMMENDATIONS 

Q. What are Staffs conclusions and recommendations regarding the operations of UtiJity 

Source’s Water and Wastewater Systems? 

Staffs conclusions and recommendations regarding the Utility Source Water and Wastewater 

System operations are listed as follows: 

A. 

Conclusions: 

1. The Commission Utilities Staff concludes that the Utility Source water system has 

adequate production and storage capacity to serve the present customer base and 

reasonable growth. 

2. Staff concludes that t Le Utility Source wastewater system has adequate capacity to serve 

the current customer base and reasonable growth. 
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standards required by 40 CFR 141 (National Primary Drinking Water Regulations) and 

Arizona Administrative Code, Title 18, Chapter 4. 

4. According to ADEQ Wastewater Compliance Status Report (“CSR’), datedJuly 15,2014, 

ADEQ has determined that Flagstaff Meadows WWTP is currently in compliance. 

5. The U&ty Source water system is not located within an ADWR Active Management 

Area (“AMA’). 

6.  The Arizona Department of Water Resources (“AD%”’) has reported that Utility Source 

is currently compliant with departmental requirements governing water providers and/or 

community water systems. 

7. According to the Utilities Division Compliance Section database Utility Source currently 

has no delinquent Commission compliance items. 

8. Utility Source has approved Curtailment and Backflow Tariffs on file with the 

Commission. 

9. Staff concludes that Deep Well No. 4 is currently in operation for occasional use, but is 

technically not needed to serve the test year customers. 

Recommendations: 

1. Staff recommends an annual water testing expense of $1,470 presented in Table C be 

used for purposes of this application (See Section F. ADEQ Compliance). 
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2. Staff recommends an annual wastewater testing expense of $14,527 presented in Table D 

be used for purposes of this application (See Section F. ADEQ Compliance). 

3. Staff recommends that Utility Source use the water and wastewater depreciation rates 

presented in Tables E and F, respectively. (See Section I. Depreciation Rates). 

4. Staff recommends that the meter and installation charges listed under “Staffs 

Recommendation” in Table G be adopted (See Section J. Other Issues). 

5. Staff recommends approval of the five (5) BMP Tariffs selected, attached hereto as 

Exhibit A. Staff M e r  recommends that Utility Source notify its customers, in a form 

acceptable to Staff, of the BMP Tariffs approved by the Commission and their effective 

date by means of either an insert in the next regularly scheduled billing or by a separate 

mailing and shall provide copies of the BMT Tariffs to any customer upon request. Staff 

will file a letter in the Docket confirming that Utility Sources’ tariffs have been updated 

with the tariffs approved by the Commission. The tariffs shall go into effect 30 days after 

the date notice is sent to customers. Utility Source may request cost recovery of the 

actual costs associated with the BMPs implemented in its next general rate application. 

6. Staff recommends that Utility Source, LLC hle with Docket Control, as a compliance 

item in this docket by September 30,2015, documentation that construction of the Deep 

Well No. 2 security fence has been completed and the security gate has been installed. 

7. Staff recommends that Utility Source be held to the following conditions should the 

Commission approve the removal of the costs associated with Deep Well No. 4 from rate 

base: 1) Utility Source must obtain approval from the Commission prior to s e h g  Deep 
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Well No. 4 and 2) Utility Source is not allowed to require a developer to pay for the 

construction of a new well. 

8. Staff recommends that the Company file with Docket Control, as a compliance item in 

this docket by September 30,2015, documentation demonstrating that the repair of the 

waste water treatment plant mixed media filter has been completed and has been placed 

in operation. 

9. Staff recommends that Utility Source file with Docket Control, as a compliance item in 

this docket, by July 31,2015, a copy of the approved ADEQ AZPDES permit. 

Q. 
A. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On September 27, 2013, Utility Source, LLC (“Utility Source” or “Company”) hled an 
application with the Arizona Corporation Commission (“ACC” or “Commissionyy) to increase its 
rates (Docket No. WS-04235A-13-0331). Utility Source’s current rates were approved in 
Commission Decision No. 70140, dated January 23,2008. 

On January 9,2014,.Utility Source hled an Amended Rate Application in response to issues 
raised upon review of the original rate application. 

On March 6, 2014, the Commission’s Utilities Division Staff (“Utilities Staff’ or “Staff’) 
fled a letter of Sufficiency indicathg that Utility Source’s application met the sufficiency 
requirements and was classified as a Class C Utility. 

The Staff engineering review and analysis of the pending rate application is presented in this 
report. 

Utility Source is a Class C utility company that provides public utility water and wastewater 
service to approximately 331 metered connections.’ The Utility Source water and wastewater 
systems serve a residential community (Flagstaff Meadows I & 11, and Flagstaff Meadows 
Townhomes I), a Hotel, a Fire Department Station, a Trailer Park, and a Truck Stop (“Pilot Travel 
Center”). The water and wastewater systems are located north of Interstate 40 approximately eleven 
(11) miles west-northwest of Flagstaff, Arizona near the Town of Bellemont, Arizona in Coconino 
County. The location of Utility Source and the area covered by its Water and Wastewater Certificate 
of Convenience and Necessity (‘‘CC&N’’) are shown in Figures 1 and 2, respectively. The o n g d  
Water and Wastewater CC&N currently covering approximately 672 acres, was granted in 
Commission Decision No. 67446 dated January 4,2005. 

B. DESCRIPTION OF THE WATER AND WASTEWATER SYSTEMS2 

The Utility Source water and wastewater systems, known as Flagstaff Meadows Water and 
Wastewater Systems, were visited on November 7,2013, by Staff member Michael Thompson. Mr. 
Thompson was accompanied by Staff members Mr. Jom Keller, Ms. Teresa Hunsaker, and Briton 
Baxter, and company representatives Mr. Lonnie McCleve, and Mr. Jeremy McCaleb. Mi. McCleve 
is the owner of the company, and Mr. McCaleb is currently the on-site manager and certified 
operator handling the day-to-day operations of the water and wastewater ~ystems.~ 

’ Per plant data submitted with the application. 
The description of the water and wastewater systems .are based on one, or a combination of, the following sources: 1) 

Company’s Application, 2) Information contained in the Company’s Response to Staff Data Requests and, 3) Information 
collected during Staffs site visit. 

Mr. McCaleb is a Certified Grade 2 Water Distribution System Operator, a Grade 2 Water Treatment Plant Operator, a Grade 3 
Wastewater Treatment Plant Operator, and a Grade 3 Wastewater Collection System Operator. Mr. McCaleb’s ADEQ Operator 
Identification No. is OP022972. 
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Flrzgstaf Meadows Water System 

The water system is a groundwater-based system consisting of five (5) active wells, four (4) 
inactive wells, two (2) storage tanks, two (2) 15 horsepower (hp) booster pumps with variable 
frequency drives (“VFDs”), one (1) 75 hp emergency fire booster pump, one (1) 200 gallon pressure 
tank, an emergency power back-up generator, a booster pump house, thjay four c34) standard fire 
hydrants, approximately 21,353 linear feet (‘lf’) of 6, 8, and 12 inch polyvinyl chloride (“PVC”) 
water main pipe, and 331 metered connections. 

The in-service plant facilities (Le., active wells, t a n k s ,  pumps, and visible pipe) within the 
service area appeared to be in proper working order, properly maintained, and in good condition. 
Staff did not observe any leaks at the active well sites, tanks, or in the distribution system. However, 
construction of the Deep Well No.2 Site security fence (block wall) and gate was incomplete leaving 
the site vulnerable to intruders. Staff recommends that Utility Source, LLC file with Docket 
Control, as a compliance item in this docket by September 30, 2015, documentation that 
construction of the Deep Well No. 2 security fence has been completed and the security gate has 
been installed. 

Three (3) of the five (5) active wells, Deep Wells No. I, 2, & 3, pump water directly to the 
two (2) storage tanks. The three (3) deep wells are the primary sources of water for the water 
system. The Deep Well No. 1 Site is located east of the Pilot Truck Center, and adjacent to and 
north of the hotel. The Deep Well No. 2 Site is located adjacent to and west of the Pilot Truck 
Center at Brannigan Park Road. Two (2) storage tanks, booster pump house, and the emergency 
power back-up generator are located at the Deep Well No. 2 Site. The Deep Well No. 3 Site is 
located adjacent to and west of the Deep Well No. 2 Site. The Deep Well No. 4 Site is located 
northeast of the Flagstaff Meadows Townhomes and adjacent to the trailer park. Deep Well No. 4 
produces water at a rate of approximately 280 gallons per minute (“gprn”), and is the largest water 
producer of the four active wells. The well is connected to the water distribution system and when 
utilized pumps water to both the distribution system and the storage tanks. The well is primarily 
utilized to provide additional production if and when needed. Water leaving any of the four (4) 
wells is not chlorinated; however, sodium hypochlorite tablets are inserted into the storage tanks to 
chlorinate the water prior to entering the distribution system. If necessary, water pumped from 
Deep Well No. 4 can be chlorinated prior to entering the distribution system. Shallow Well No. 2 
pumps water directly to the storage tanks and is capable of producing approximately 10 gpm. 

The water system currently has four (4) inactive wells identified as Shallow Wells No. 1, 3,4, 
& 5. The four (4) inactive wells have not been operational for several years. The plumbing and 
electrical connections on each well have been disconnected. 

Disinfected water from the storage tanks is pressurized and pumped into the distribution 
system via a booster pump system consisting of two (2) 15 horsepower (“hp”) booster pumps with 
WDs, and a 200 gallon pressure tank. The booster pumps and pressure tank are located in the 
booster pump house. In the event of a fire or dramatic loss of system pressure a 75 hp emergency 
booster pump, also located within the booster pump house, functions automatically to provide the 
required flow and pressure should the 15 hp booster pumps be unable to meet the flow and pressure 
demand. 
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Storage Tank No. 1 
Storage Tank No. 2 
Booster Pumps* 
Emergency Fire Booster Pump* 
Emergency Power Back-up Generator* 

A standby 120 kilowatt (“kw”) emergency back-up generator, located in the booster pump 
house, is capable of providing emergency power to the booster pumps should the water system 
experience a power outage. 

Deep Well No. 2 Site 1 260,000 Gallons 
Deep Well No. 2 Site 1 420,000 Gallons 
Deep Well No. 2 Site 2 15 Horsepower (hp) 
Deep Well No. 2 Site 1 75 Horsepower (hp) 
Deep Well No. 2 Site 1 120 kilowatts (kw) 

A detailed listing of the Flagstaff Meadows Water System plant facilities is included in Table 
A, and a schematic and overhead photo of the service area are illustrated in Figures 3 and 4, 
respectively. 

Booster Pump House 

Security Fence - Cinder Block Wall’ 

Table A. Water System Plant Facilities Summary4 

Deep Well No. 2 Site 1 

1 

Approximately 15 feet x 30 feet 
Approximately 400 feet in 

Length 
Deep Well No. 2 Site 

8 

I Pressure Tank* I Deep WellNo. 2 Site I 1 1 200 Gallons I 

PVC - c900 14,563 
12 

I 6 I PVC - C900 I 900 I 

PVC - c900 5.890 

Total Length 21,353 

The information listed was based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Commission Annual Reports, 3) Arizona Department of Water Resources Records, 4) Information contained in the Company’s 
response to a StaE Data Requests and, 5 )  Information collected during S W s  site visit 
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3/4 inch 
2 

Total Quantity 

328 
4 

332 1 

Standard 

Flagsta#Meadows Wastewater Qsfem 

34 I 

The wastewater system consists of an extended aeration wastewater treatment plant 
(‘”WTP’y), an inactive single batch extended aeration treatment plant., a facility building, an 
emergency back-up power generator, two (2) wastewater effluent lakes, one (1) decorative pond, two 
(2) lift stations, and a collection system providing service for 332 wastewater service lateral 
connections. The wastewater system provides service for the Pilot Truck Center, hotel, fire station, 
single family residences, and townhomes. The WWTP, constructed by SANTEC Corporation, is an 
activated sludge process with nitrificationlde-nitrification capable of treating approximately 100,000 
gallons of wastewater per day.5 The in-service wastewater plant facaties @e., tanks, pumps, and 
visible pipe) within the service area appeared to be in proper working order, properly maintained, 
and in good condition. Staff did not observe any leaks at the WWTP, lift stations, manholes, or 
collection system. 

Wastewater from the Pilot Truck Center and hotel flows to a 1,500 gallon lift station located 
at the Deep Well No. 2 Site. The wastewater is pumped from the lift station, via one (1) of two (2) 
1.5 hp booster pumps, to a manhole located near the Pilot Truck Center. The wastewater then 
flows from the manhole, via gravity, to the collection main system combining with wastewater from 
the &e station, single family residences, and the townhomes, and ultimately arriving at the WWTP’s 
8,000 gallon lift station. 

From the WWTP lift station, the wastewater C‘influent’’) is pumped, via one (1) of two (2) 
3.0 hp booster pumps, to the WWTP flow equalization tank. The flow equalization tank evens out 
the load on the treatment plant during periods of hgh and low influent flow providmg 
comprehensive control over plant operations and resulting in consistent treatment levels. The 
influent flows, via gravity, from the equalization tank through the treatment plants seven (7) stage 
process (step feed system) which includes aeration, anoxic, denitdication, clarihcation, filtration, 
chlorination, and dechlorination. After the clarihcation process, the influent flows from the clarifier 
to a filter lift station. Normally, the influent is then pumped from the filter lift station through a 
mixed media fdter and on to the chlorine contact tank. However, the mixed media filter is currently 
offline due to operational issues and is being bypassed. Consequently, influent is currently pumped 
directly from the filter lift station to the chlorine contact tank. From the chlorine contact tank, the 
influent flows through a dechlorination tablet feeder, where it is then discharged as treated 
wastewater (“effluent”) to Effluent Lake 2. Staff recommends that the Company file with Docket 

’ The WWTP was designed by Curtis Engineering per its design report dated April 30,2004. 
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Control, as a compliance item in this docket by September 30, 2015, documentation demonstrating 
that the repair of the waste water treatment plant mixed media filter has been completed and has 
been placed in operation. 

Sludge generated from the T$" process is stored in three (3) sludge holding tanks. The 
WWTP sludge handling system consists of two (2) sludge holding tanks with capacities of 
approximately 22,000 gallons and 3,500 gallons. The third sludge holding tank is the inactive single 
batch treatment plant which has a capacity of approximately 37,500 gallons. Together the three 
tanks provide a total holding capacity of approximately 63,000 gallons. Sludge removed from the 
holding tanks is transported to the City of Flagstaffs sludge handling facility by an independent 
sludge hauler contracted by Utility Source. 

A standby 120 kW emergency back-up generator, located outside the facility building, is 
capable of providing emergency power should the wastewater treatment plant experience a power 
outage. 

A detailed listing of the Flagstaff Meadows Wastewater System plant facilities is included in 
Table By and a schematic of the WWTP and overhead photo of service area are illustrated in Figures 
5 and 6, respectively. 

Table B. Wastewater System Plant Facilities Summary6 

Flagstaff Meadows 7 

Extended Ac 
Shadow Mountain 

Ca acity(Gallons) 
Flow Meter (Mag) 

Comminutor N/A 

I FlowEquaJization 1 28,562 

Anoxic 1 10,580 

Aeration 1 

Denidication 10,580 

Filter Lift Station 3,320 

N /A Filter - Mixed Media 

astewater Treatment Plant 
ation (100,000 gpd) 
)rive, Bellemont, Arizona 

Purpose 
~~~ 

Measures hydraulic flow into the treatment plant. 
Shredder that reduces solids in the influent to manageable 
sizes. 
Evens out the load on the treatment plant during periods of 

" L  

high and low influent flow. 
Devoid of Oxygen. Used for the removal of Nitrogen by 
microorganisms. 
Adds air for microorganisms treating the influent. 
Adds air for microorganisms treating the influent. 
Aerobic process in which Ammonia and Nitrogen are 
changed to Nitrogen gas and then vented to the 
atmosphere. 
Settling tank for separating heavy and light solids in the 
influent. Heavier solids (activated sludge) settle to the 
bottom of the tank, while lighter solids float to the surface 
for removal. Heavier solids are pumped to aeration or the 
sludge tanks. 
Pumps treated influent to the filter and chlorinator. 

Removes remaining suspended solids before disinfection. 

The information listed was based on one, or a combination o.f, the following sources: 1) Company's Application, 2) 
Commission Annual Reports, 3) Santec Corporation, 4) Information contained in the Company's response to a StafYData 
Requests and, 5 )  Information collected during Staff's site visit. 
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(Inactive) 
Chlorinator 

Sludge 1 

Sludge 2 

Single Batch Treatment 
Plant 

3,448 

21,928 

3,500 

37,500 

Used to chlorinate the influent for disinfection. 
Storage of heavier solids that are transported to a sludge 
waste facility. 
Storage of heavier solids that are transported to a sludge 
waste facility. 

Inactive Plant. Currently used for sludge storage. 

Pilot Truck Center & 
Hotel 

Treatment Plant 

PVC - Polyvinyl Chloride 

Deep No. Site 2 1.5 50 1,500 Gallons 

Wastewater Treatment Plant 1 3.0 150 8,000 Gallons 

Manhole - Standard 6U 

Cleanouts 1 
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Figure 1. County Map 
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Figure 2. Certificated Area 
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Flagstaff M ea do ws Water System mm 
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Water 
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I 

Figure 3. Flagstaff Meadows Water System Schematic 
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Figure 4. Flagstaff Meadows Water System - Overhead Photo 
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Figure 5. Flagstaff Meadows Wastewater Treatment Plant Schematic 
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C. WATERUSE 

Water Sold 

Figure 5 represents the water consumption data for the Flagstaff Meadows water system 
provided by Utility Source tor the test year ending December 31, 2012. Customer consumption 
included a high monthly water use of 306 gallons per day (“gpd’) per connection (332 connections) 
in July, and a low water use of 127 gpd per connection (332 connections) in May. The average daily 
demand during the twelve-month period was approximately 167 gpd per connection. Utility Source 
reported 20,309,000 gallons of water sold during the test year..’ 
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Figure 5. Water Use 

Non-accounted For Water 

Utility Source reported 21,368,000 gallons of water pumped and 20,309,000 gallons of water 
sold, during the test year ending December, 2012, resulting in a water loss of 4.95 percent, which is 
within acceptable limits. 

SyJteem Anahsir 

The total well production capacity of Utility Source’s four (4) active wells is approximately 
386 gpm (555,840 gpd). The Flagstaff Meadows water system has a total of two (2) storage tanks 
providing a total storage capacity of 680,000 gallons. There are 34 h e  hydrants in the distribution 
systems. The fire flow requirement is 1,000 gpm with a minimum duration of 2 hours. 

’ Total water sold during the test year is based on the monthly data from the meter reads as reported in the Utility Source 2012 
Annual Report Water Statistics. 



EXHIBIT MT-1 
Page 14 

During the peak month, July 2012, the water system was serving 332 connections when 
Utility Source reported 3,151,000 gallons of water sold. Average daily demand for the month of July 
2012 was determined to be 101,645 gpd. Staff concludes that the Flagstaff Meadows water system 
has adequate production and storage capacity to serve the current customer base and reasonable 
growth. 

D. WASTEWATER USE 

Wastewater Fhws 

F w e  6 represents the wastewater flow data, provided by Utility Source, for wastewater flow 
to the Flagstaff Meadows WWTP for the test year ending December 31, 2012. Customer 
wastewater flow included a hgh monthly flow of 207 gpd per connection (332 connections) in 
August, and a low flow of 144 gpd per connection (332 connections) in November. The average 
daily wastewater flow during the twelve-month period was approximately 172 gpd per connection. 
Utility Source reported 20,920,807 gallons of wastewater discharged to the treatment plant during 
the test year.8 

Utility Source, LLC 
Flagstaff Meadows Wastewater System 

J a n ' l 2  Feb M a r  Apr May Jun Jul Aug Sep O b  Nov Dec 

Months 

~ -~ ~ 

Figure 6. Wastewater Flow 

The WWTP is an activated sludge process with nit&cation/de-ni&cation capable of 
treating approximately 100,000 gallons of wastewater per day. 

* Total wastewater flow during the test year is based on the monthly data i?om the wastewater treatment plant meter reads as 
reported in the Utility Source 2012 Annual Report Wastewater Statistics. 
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During the peak month, August 2012, Utility Source reported that the WWTP received 
2,131,347 gallons of wastewater, and a peak flow of 80,568 gallons. Average daily flow for the 
month of August 2012 was determined to be 68,753 gpd. 

Staff concludes that the Flagstaff Meadows wastewater treatment plant has adequate capacity 
to serve the current customer base and reasonable growth. 

E. GROWTH’ 

The Flagstaff Meadows community was developed in 2004. Utility Source reported 
approximately 231 metered connections served in December 2004. In 2005, metered connections 
increased to approximately 330. From 2006 to 2012, metered connections increased to and have 
remained at 332. Attempts have been made by developers to develop two (2) parcels of land 
adjacent to the Flagstaff Meadows single family residential development and the WWI” with little 
success. Currently, the development of one (1) parcel located adjacent to and west of the Flagstaff 
Meadows single family residential development is in dispute over a bond issue between the 
developer and Coconino County. Until that dispute is resolved, Utility Source does not anticipate a 
change in its customer base for the next three (3) to five (5) years. 

F. ARIZONA DEPARTMENT OF ENVIRONMENTAL, QUALITY (“ADEQ) 
COMPLIANCE 

Compliance - Water 

ADEQ regulates the Flagstaff Meadows water system under ADEQ Public Water System 
Identification (“PWS ID”) No. 03-300. ADEQ inspected the Flagstaff Meadows water system on 
December 28, 2011. During the inspection no major deficiencies were found in the operation, 
maintenance, or certified operator status of the water system. 

According to ADEQ Drinking Water Compliance Status Report (“CSR’), dated March 25, 
2014, ADEQ has determined that Flagstaff Meadows PWS is currently delivering water that meets 
water quality standards required by 40 CFR 141 (National Primary Drinking Water Regulations) and 
Arizona Administrative Code, Title 18, Chapter 4. 

Water Testing ExpemseJ 

In addition to Total Coliform and Lead & Copper testing, the Flagstaff Meadows water 
system is subject to mandatory participation in the Monitoring Assistance Program (“MAP”’). Utility 
Source reported water testing expenses of $1,332 (including the MAP fee) during the test year. The 
monitoring and testing expenses that were reviewed, evaluated, and recalculated by Staff are 
represented in Table C. Staff recommends an annual water testing expense of $1,470 to be used for 
purposes of this application. 

Staffs historical growth figures are based on the data reported by Utility Source in their annual reports submitted to the 
commission. 
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Table C. Flagstaff Meadows Water Testing Costs 

Mssumes one (1) Total Coliform test to be conducted each month (based on point of entry). ZAssumes Lead & Copper testing will 
remain at ten (10) tests triennially. T h e  ADEQ MAP invoice for’calendar Year 2012 was $1,095.53. IOCs, SOCs, and VOCs 
represent Inorganic Contaminants, Synthetic Organic Contaminants, and Volatile Organic Contaminants, respectively. 

Compliance - Wa~tewater 

ADEQ inspected the Flagstaff Meadows wastewater system on December 28,201 1. During 
the inspection no major deficiencies were found in the operation, maintenance, or certified operator 
status of the wastewater system. 

According to ADEQ Wastewater Compliance Status Report (“CSR’), dated July 15, 2014, 
ADEQ has determined that Flagstaff Meadows WWTP is currently in compliance. 

The Flagstaff Meadows WWTP is regulated by ADEQ under the following permits: 

Aauifir Protection Pemit (‘WP’’~ No. P- 104083 

ADEQ uses APPs to safeguard Arizona’s waters that are affected by pollutants that come 
&om an identifiable source. The intention of the permit is to prevent further degradation of an 
aquifer at a point of compliance by any personlcompany that operates categorical discharging 
facilities. An APP is required of facilities that discharge a pollutant either directly to an aquifer, to 
the land surface, or to a vadose zone (the area between an aquifer and the land surface) in such a 
manner that there is a reasonable probability that the pollutant will reach an aquifer. The facilities 
include domestic wastewater treatment plants, mining operations, industrial facilities, on-site sewage 
disposal systems, direct reuse of reclaimed water and stormwater discharges associated with 
industrial activi6 as well as discharges to drywells. 

On March 25,2005, ADEQ issued APP No. P-104083 authorizing Utility Source to operate 
the Flagstaff Meadows WW” at a rate of 100,000 gpd. The permit is valid for the life of the 
facihty (operational, closure, and post closure). Effluent generated from the WWTP is discharged 
into I an unnamed wash tributary to Volunteer Wash which is a tributary to the Verde River in 
Coconino County, Arizona. 

Ac&na Pollutant Dischave Elimination System (‘fAZPDES’3 Pennit No. AZ-0024 708 

Under the AZPDES Permit Program, all facilities that discharge pollutants from any point 
source into waters of the United States (navigable waters) are required to obtain or seek coverage 
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under an AZPDES permit. AZPDES Permit No. AZ-0024708 was issued to Utility Source by 
ADEQ on July 24, 2008. The permit authorizes the Flagstaff Meadows WWTP to discharge 
125,000 gpd of treated domestic wastewater (“treated effluent”) to the unnamed wash, tributary to 
Volunteer Wash. The unnamed wash, located to the east of and adjacent to the WWTP, discharges 
treated effluent in a downstream pond (Lake 2) located to the south and east of the WWTP. Any 
overflow from Lake 2 discharges to the unnamed wash, which cdntinues southward under Interstate 
40 (“1-40”). During normal operation treated effluent in Lake 2 is pumped to Lake 1, located 
northwest of the WWTP in the Flagstaff Meadows development. The majority of the treated 
effluent in Lake 1 is reused as irrigation for the soccer held and common areas in the Flagstaff 
Meadows development. Any excess treated effluent in Lake 1 is recirculated back to Lake 2. 

AZPDES permits are issued for only five (5) years, and on July 24, 2013 Utility Sources 
AZPDES permit expired. As required, Utility Source submitted a renewal application. ADEQ has 
administratively continued the permit, allowing Utility Source to operate during the renewal 
application process, and to remain in compliance. ADEQ has indicated that the permit renewal 
process, which includes a review of the application and the issuing of a new AZPDES permit, 
usually takes from 1 to 2 years. Staff recommends that Utility Source hle with Docket Control, as a 
compliance item in this docket, by July 31,201 5, a copy of the approved ADEQ AZPDES permit. 

Wastewater Testing Expenses 

Utility Source reported wastewater testing expenses of $14,375 during the test year. The 
monitoring and testing expenses that were reviewed, evaluated, and recalculated by Staff are 
represented in Table D. Staff recommends an annual wastewater testing expense of $14,527 to be 
used for purposes of this application. 

Table D. Flagstaff Meadows Wastewater Testing Costs 

Biological Oxygen Demand-5 
BOD-5) flnfluent & Effluent) 
PH 
TSS - Total Suspended Solids 
(Influent & Effluent) 
Total Antimony 

Total Arsenic 
Total Barium 

Total Beryllium 
Total Cadmium 
Total Chromium 

Total Copper 

Total Cyanide 

4 1 540 
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Total Annual Wastewater Testing Costs 11 $14,527 
The Semi-Annual sample is also one of the Quarterly samples taken during the year. 2Fou (4) Fecal samples are taken each week of 

the year. Since there are iifty-two (52) weeks each year, a total of 208 Fecal samples (4 x 52) are taken each year. 3WET (“Whole 
Water Toxiuv’) Testing includes three (3) Chromc Toxicity tests: Green Algae, Water Flea, and Fathead h o w .  

G. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWRY’) 
COMPLIANCE 

The Utility Source service area is not located within an ADWR Active Management Area 
(“AMA”’). ADWR’s Water Provider Compliance Report, dated June 6, 2014, indicates that Utility 
Source is currently compliant with departmental requirements governing water providers and/or 
community water systems. 

H. ACC COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for Utility SouTce.10 

lo Per Compliance Section email, dated February 19,2014. 
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I. DEPRECIATION RATES 

Staffs typical and customary depreciation rates, which vary by National Association of 
Regulatory Utility Commissioners (“NARUC”) plant categories for water and wastewater 
companies, are illustrated in Table E and F. These rates represent typical and customary values 
wi~t-iin a range of anticipated equipment life. Staff recommends that Uuljtjl Source use the 
depreciation rates presented in Table E and F. 

Table E. Depreciation Rate Table for Water Companies 

Depreciable Plant 
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Table F. Depreciation Rate Table for Wastewater Companies 
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5/8 x 3/4-inch 
3/4-inch 

J- OTHER ISSUES 

$520 $385 $135 $520 $415 $105 ’ $520 
9575 1 $415 $205 $620 $415 $205 I $620 

1. Semtice Line and Meter Installation CbaTes 

Utility Source has proposed to increase their existing service line and meter installation charges.” 
The proposed charges are refundable advances, and are similar to the Staffs typical range of charges 
for service line and meter installations. Since Utility Source may at times install meters on existing 
service lines Utility Source’s proposal included separate service line and meter installation charges. 
Staff recommends that the charges listed under “Staffs Recommendation” in Table G be adopted. 

Table G. Service Line and Meter Installation Charges 

I/ 3-inch Turbine 1 $2,275 1 $1,015 1 $1,620 I 32,635 1 $1,015 $1,620 1 $2.635 
$2,495 1 $3,630 11 

2. Curtailment T a n f  

Utility Source has an approved Curtailment Tariff on tile with the Commission. This tariff 
became effective January 4,2005. 

3. Backflw Prevention Tan# 

Utility Source has an approved Backflow Prevention Tariff on hle with the Commission. 
This tariff became effective January 4,2005. 

4. Best Management Practices (‘fBMP’~ Tarzz 

Based on discussion with Staff, Utility Source has selected five (5) tariffs for implementation 
in its service area. The five (5) proposed tariffs include the Public Education Program Tanff, BMP 

The Company’s current charges were approved in Decision No. 70140, effective January 23,2008. 
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3.6 - Customer Hrgh Water Use Inquiry Resolution Tariff, BMF 3.7 - Customer HLgh Water Use 
Notification Tariff, BMT 3.8 - Water Waste Investigations and Information Tariff, and BMP 5.2 - 
Water System Tampering Tariff. Staff concludes that these BMP Tariffs are relevant to Utility 
Sources’ service area. Staff recommends approval of the five (5) BMP Tariffs selected, attached 
hereto as Exhibit A. 

Staff further recommends that Utility Source no* its customers, in a form acceptable to 
Staff, of the B W  Tariffs approved by the Commission and their effective date by means of either 
an insert in the next reguJarly scheduled billing or by a separate mailing and shall provide copies of 
the BMT Tariffs to any customer upon request. Staff will hle a letter in the Docket conhrming that 
Utility Sources’ tariffs have been updated with the tariffs approved by the Commission. The tariffs 
shall go into effect 30 days after the date notice is sent to customers. Utility Source may request cost 
recovery of the actual costs associated with the BMPs implemented in its next general rate 
application. 

5. Deep WeLNo. 4 - ADD7R No. 55-206887 

Utility Source proposed in its rate application to remove costs associated with Deep Well 
No. 4 (55-206887) from plant-in-service since it believes the well represents capacity for future 
customers. However, during the site inspection, Deep Well No. 4 was determined to be electrically 
and physically connected to the water system and available for operation. Mr. McCleve and Mr. 
McCaleb explained that the well is used p h d y  as an emergency backup to supplement water 
demand d&g extfeme conditions experienced through the summer months. Mr. McCaleb also 
mentioned that as a precaution the well is operated once a month to ensure that the well is 
functioning properly, no deterioration of the well has occurred, and no contamination of the water 
supply has occurred. Staff concludes that Deep Well No. 4 is currently in operation for occasional 
use, but is technically not needed to serve the test year customers. 

Staff recommends that Utility Source be held to the following conditions should the 
Commission approve the removal of the costs associated with Deep Well No. 4 from rate base: 1) 
Utility Source must obtain approval from the Commission prior to selling Deep Well No. 4 and 2) 
Utility Source is not allowed to require a developer to pay for the construction of a new well. 
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Company: Utilitv Source, LLC Decision No.: 

Phone: 480-892-8756 Effective Date: 

Public Education Proaram Tariff 

PURPOSE 

A program for the Company to provide free written information on water conservation measures 
to its customers and to remind them of the importance of conserving water (Required Public 
Education Program). 

REOUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company shall provide two newsletters to each customer; one to be provided in 
the spring, the other in the fall. The goal of the letters is to provide timely 
information to customers in preparation of the hot summer months, and the cold 
winter months, in regards to their water uses. The Company shall remind customers 
of the importance of water conservation measures and inform them of the 
information available from the Company. 

2. Information in the newsletters shall include water saving tips, home preparation 
recommendations for water systemsjpipes, landscape maintenance issues for 
summer and winter, water cistern maintenance reminders and additional pertinent 
topics. Where practical, the Company shall make this information available in 
digital format which can be e-mailed to customers upon request or posted on the 
Company's website. 

3. Communication channels shall include one or more of the following: water bill 
inserts, messages on water bills, Company web page, post cards, e-mails and special 
mailings of print pieces, whichever is the most cost-effective and appropriate for the 
subject at  hand. 

4. Free written water conservation materials shall be available in the Company's 
business office and the Company shall send information to customers on request. 

5. The Company may distribute water conservation information a t  other locations such 
as libraries, chambers of commerce, community events, etc., as well. 

6. The Company shall keep a record of the following information and make it available 
to the Commission upon request. 

a. A description of each communication channel (i.e., the way messages will be 
provided) and the number of times it has been used. 

b. The number of customers reached (or an estimate). 
A description of the written water conservation material provided free to customers. 



Company: Utilitv Source, LLC Decision No.: 

Phone: 480-892-8756 Effective Date: 

Customer Hicrh Water Use Inauirv Resolution Tariff - BMP 3.6 

PURPOSE 

A program for the Company to assist its customers with their high water-use inquiries and 
complaints (Modified Non-Per Capita Conservation Program BMP Category 3: Outreach Services 
3.6: Customer High Water Use Inquiry Resolution). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources‘ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company shall handle high water use inquiries as calls are received. 

2. Calls shall be taken by a customer service representative who has been trained on 
typical causes of high water consumption as well as leak detection procedures that 
customers can perform themselves. 

3. Upon request by the customer or when the Company determines it is warranted, a 
trained Field Technician shall be sent to the customer’s residence to conduct a leak 
detection inspection and provide the customer with water conservation measures. 
The leak detection inspection may consist of a meter read check for flow verification, 
If the on-site inspection is requested by the customer, the Commission approved 
meter re-read tariff fee shall apply. 

The Company shall follow up in some way on every customer inquiry or complaint and keep a 
record of inquiries and follow-up activities. 

Revised: 7-2- 12 



Company: Utility Source, LLC 

Phone: 480-892-8756 Effective Date: 

Decision No.: 

Customer Hiqh Water Use Notification Tariff - BMP 3.7 

PURPOSE 

A program for the Corripany to monitor and notify customers when water use seems to be -.' 

abnormally high and provide information that could benefit those customers and promote water 
conservation (Modified Non-Per Capita Conservation Program BMP Category 3: Outreach 
Services Program 3.7: Customer High Water Use Notification). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. The Company shall track water usage for each customer and notify the customer if 
water use seems excessive for that particular billing for that time of the year. 

2. The Company shall identify customers with high consumption and investigate each 
instance to determine the possible cause. 

3. The Company shall contact the high water use customers via telephone, email, by 
mail or in person. The Company shall contact the customer as soon as practical in 
order to minimize the possible loss of water. The customer will not be required to do 
anything to receive this notification. 

4. I n  the notification the Company shall explain some of the most common water usage 
problems and common solutions and points of contact for dealing with the issues. 

5. In  the notification, the customer will be reminded of at least the following water- 
saving precautions: 
a. Check for leaks, running toilets, or valves or flappers that need to be replaced. 
b. Check landscape watering system valves periodically for leaks and keep sprinkler 

c. Adjust sprinklers so only the vegetation is watered and not the house, sidewalk, or 

d. Continue water conservation efforts with any pools such as installing covers on 

6. I n  the notification, the customer will also be reminded of at least the following 
ordinary life events that can cause a spike in water usage: 
a. More people in the home than usual taking baths and showers. 
b. Doing more loads of laundry than usual. 
c. Doing a landscape project or starting a new lawn. 
d. Washing vehicles more often than usual. 

7. The Company shall provide water conservation information that could benefit the 
customer, such as, but not limited to, audit programs, publications, and rebate 
programs. 

heads in good shape. 

street, etc. 

pools and spas and checking for leaks around pumps. 

Revised 4-15-10 



Company: Utility Source, LLC Decision No.: 

Phone: 480-892-8756 Effective Date: 

8. The Company shall assist the customer in a self-water audit and assist the customer 
in determining what might be causing the high water usage as well as supply 
customer with information regarding water conservation and landscape watering 
guidelines. As part of the water audit the Company shall confirm the accuracy of the 
customer meter if requested to do so by the customer (applicable meter testing fees 
shall apply). 

9. The type of notification, the timing of the notification (i.e./ how long after high water 
use was discovered by the Company), and the criteria used for determining which 
customers are notified shall be recorded and made available to the Commission upon 
request. 

Revised 4-15-10 



Company: Utilitv Source, LLC Decision No. : 

Phone: 480-892-8756 Effective Date: 

Water Waste Investiaations and Information Tariff - BMP 3.8 

PURPOSE 

A program for the Company to assist customers with water waste complaints and provide 
customers with information designed to improve water use efficiency (Modified Non-Per Capita 
Conservation Program BMP Category 3: Outreach Services 3.8: Water Waste Investigations and 
Information). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
specifically R14-2-403 and R14-2-410 and were adapted from the Arizona Department of Water 
Resources' Required Public Education Program and Best Management Practices in the Modified 
Non-Per Capita Conservation Program. 

1. 
2. 

3. 
4. 

5. 

6. 

7. 

8. 

9. 

The Company shall handle water waste complaints as calls are received. 
Calls shall be taken by a customer service representative who has been trained to 
determine the type of water waste and to determine if it may be attributed to a leak 
or broken water line. 
The Company shall follow up on every water waste complaint. 
Upon request by the customer or when the Company determines it is warranted, a 
trained Field Technician shall be sent to investigate further and notify the 
responsible party of the waste and offer assistance and information to prevent waste 
in the future. 
A letter of enforcement will be issued to customers with water running beyond the 
curb and/or off the customers property due to such things as, but not limited to, 
backwashing of pools, broken sprinkler heads, and over watering of lawns beyond 
the saturation point. 
The same procedures outlined above in item #4 will be followed in the event of a 
second violation. Termination of service may result in the event of the third violation 
within a 12 month period. I n  the event of a third violation the customer's service 
may be terminated per Arizona Administrative Code R14-2-410C, R14-2-410D and 
R14-2-410E (applicable service reconnection fees shall apply). 
The Company shall record each account and each instance noted for water waste, 
the action taken and any follow-up activities. 
Subject to the provisions of this tariff, compliance with the water waste restriction 
will be a condition of service. 
The Company shall provide to its customers a complete copy of this tari f f  and all 
attachments upon request and to each new customer. The customer shall abide by 
the water waste restriction. 

10. If a customer believes he/she has been disconnected in error, the customer may 
contact the Commission's Consumer Services Section a t  1-800-222-7000 to initiate 
an investigation. 

Revised: 9-3 0- 10 



Company: Utility Source, LLC Decision No.: 

Phone: 480-892-8756 Effective Date: 

WATER SYSTEM TAMPERING TARIFF - BMP 5.2 

PURPOSE 

The purpose of this tariff is to promote the conservation of groundwater by enabling the 
Company to bring an action for damages or to enjoin any activity against a person who tampers 
with the water system. 

REQUIREMENTS: 

The requirements of this tariff are governed by Rules of the Arizona Corporation 
Commission, specifically Arizona Administrative Code rAAC") R14-2-410 and the Arizona 
Department of Water Resources' Required Public Education Program and Best Management 
Practices in the Modified Non-Per Capita Conservation Program. 

1. In  support of the Company's water conservation goals, the Company may bring an 
action for damages or to enjoin any activity against a person who: (1) makes a 
connection or reconnection with property owned or used by the Company to provide 
utility service without the Company's authorization or consent; (2) prevents a Company 
meter or other device used to determine the charge for utility services from accurately 
performing its measuring function; (3) tampers with property owned or used by the 
Company; or (4) uses or receives the Company's services without the authorization or 
consent of the Company and knows or has reason to know of the unlawful diversion, 
tampering or connection. If the Company's action is successful, the Company may 
recover as damages three times the amount of actual damages. 

2. Compliance with the provisions of this tariff will be a condition of service. 

3. The Company shall provide to all its customers, upon request, a complete copy of this 
tariff and AAC R14-2-410. The customers shall follow and abide by this tariff. 

4. If a customer is connected to the Company water system and the Company discovers 
that the customer has taken any of the actions listed in No. 1 above, the Company may 
terminate service per AAC R14-2-410. 

5. I f  a customer believes he/she has been disconnected in error, the customer may 
contact the Commission's Consumer Services Section at 1-800-222-7000 to initiate an 
investigation. 

Revised: 5-26-1 1 
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SURREBUTTAL TESTIMONY 
UTILITY SOURCE, LLC 

DOCKET NO. W-0423512-13-0331 

Recommendations: 

1. Staff recommends that U&ty Source, LLC (“Uullty Source” or “Company”) file with 
Docket Control, as a compliance item in t h s  docket and within 90 days of the effective date 
of a decision in t h s  proceedmg, documentation that construction of the Deep Well No. 2 
security structure, either a security fence and gate, or bullding, has been completed. 

2. Staff continues to recommend approval of the five (5) BMP Tariffs that were selected by 
Staff. 

3. Staff continues to recommend that Utility Source obtain Commission approval prior to 
sekng Deep Well No. 4. 

4. Staff continues to recommend that Utility Source file with Docket Control, as a compliance 
item in t h s  docket by September 30, 2015, documentation that the repair of the wastewater 
treatment plant mixed media filter has been completed and has been placed in operation. 

5. Staff continues to recommend that Utility Source file with Docket Control, as a compliance 
item in t h s  docket and withn 90 days of the effective date of a decision in this proceeding, 
documentation demonstrating that an engineering analysis has been conducted on the water 
system and any corrective action recommended from the analysis has been taken. 
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[NTRODUCTION 

Q- 

A. 

Q. 

A. 

Q. 
A. 

Please state your name and business address. 

My name is mchael Thompson. My business address is 1200 West Washngton Street, 

Phoenix, Anzona 85007. 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commissi~n~~ or “ACC”) as a 

Utilities Engineer - Water/Wastewater in the Utilities Division. 

Did you submit Direct Testimony on behalf of the Utilities Division in this case? 

Yes. 

PURPOSE OF THIS TESTIMONY 

Q. 

A. 

What is the purpose of your Surrebuttal Testimony? 

To respond to the Rebuttal Testimony filed by Lonnie McCleve on behalf of Utihty Source. 

My testimony addresses Mr. McCleve’s comments regardmg the security block wall and gate 

at  Deep Well No. 2, Best Management Practices (“BMPs”), the sale of Deep Well No. 4, 

Utility Source not being allowed to require a developer to pay for the construction of a new 

well, repair of the wastewater treatment plant mixed meda filter, and Fire Protection/water 

pressure issues. 
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DEEP WELL NO. 2 SECURITY BLOCK WALL AND GATE 

Q. 

A. 

Q. 

A. 

Does Utility Source have flexibility to build a cost-effective security structure that 

complies with the Coconino County enclosure rule? 

Yes. Staff has no intention of restricting U d t y  Source’s ability to build, for Deep Well No. 

2, a cost-effective security structure that would also meet Coconino County’s enclosure rule. 

However, the structure should also adhere to the Arizona Department of Environmental 

Quality rule R18-5-502. Mmimum Design Criteria. A., which references Engmeering Bulletin 

No. 10, “Guidelines for the Construction of Water Systems”, issued by the Arizona 

Department of Health Services, May 1978, Chapter 2. Source Development & Construction, 

G.18. 

Does Staff have a recommendation regarding Deep Well No. 2 security structure? 

Yes. Since Staff has no intention of restricting Utility Source from budding a cost-effective 

security structure around Deep Well No. 2, Staff recommends that Utility Source file with 

Docket Control, as a compliance item in this docket and within 90 days of the effective date 

of a decision in t h s  proceeding, documentation that construction of the Deep Well No. 2 

security structure, either a security fence and gate, or buildmg, has been completed. 

BMPS 

Q. 

A. 

What is Utility Source’s position on BMPs? 

M i .  McCleve has stated that Utility Source does not agree with Staffs recommendation 

because it understands that the Commission no longer routinely requires BMPs. Mr. 

McCleve also stated that Utillty Source understands that BMPs are usually adopted when 

water loss is hgh. Since Utility Source’s water loss is below 5 percent, Mr. McCleve stated 

that there is no need for Utility Source to adopt B W s .  Mr. McCleve further states that if 
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Q- 

A. 

BMPs are required, then Uultty Source should be able to select B W s  tha 

appropriate rather than Staff dictating those to apply. 

are most 

Based on Utility Source’s Rebuttal Testimony, has Staffs recommendation regarding 

the BMPs changed? 

No. Staff continues to recommend approval of the original five (5) BMP Tariffs that were 

selected. However, Staff has no objection to Utility Source selecting five (5) BMPs that it 

feels are more appropriate. 

DEEP WELL NO. 4 

Q. 

A. 

Q- 

A. 

Mr. McCleve states that Utility Source has no intention of selling Deep Well No.4. 

What is Staffs response to that statement? 

Staff takes no issue with Mr. McCleve’s statement. However, should U&ty Source decide to 

sell Deep Well No. 4 sometime in the future, Staff continues to recommend that Utility 

Source obtain Commission approval prior to sebng the well. 

Mr. McCleve states the he does not agree with Staffs recommendation that Utility 

Source cannot require a developer to pay for construction of a new well. What is 

Staffs response to that statement? 

The intent of Staffs recommendation was to prevent Utillty Source from selling Deep Well 

No. 4 at a profit, and then require a developer to pay for the construction of a new well. 

Staff does agree that should a developer desire to construct a planned community, where the 

water demand is greater than Utility Source’s current capacity to meet that demand, the 

developer ought to be required to provide an addcional source of water, i.e., a new well. 
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WASTEWATER TREATMENT PLANT MIXED MEDIA FILTER 

Does Staff agree with Mr. McCleve's statements regarding the wastewater treatment 

plant nixed media filter? 

Yes. First, Staff continues to support its original recommendation for Utility Source to 

repair the mixed media filter. Second, Staff understands that the treatment plant currently 

meets the effluent standards for irrigation water without the use of the filter. Nonetheless, 

the mixed media filter was installed as part of the original design of the treatment plant with 

its purpose, as tertiary treatment, to remove excess nutrients and pathogens, in the form of 

suspended solids, from the wastewater prior to disinfection. Utilizing the mixed media filter 

provides additional assurance that the wastewater leaving the treatment plant, as effluent, will 

meet the required effluent standards. Staff continues to recommend that Utility Source file 

with Docket Control, as a compliance item in ths  docket by September 30, 2015, 

documentation that the repair of the wastewater treatment plant mixed meda filter has been 

completed and has been placed in operation. 

FIRE PROTECTION/WATER PRESSURE ISSUES 

Q, 

A. 

Q- 
A. 

Is Staff concerned with the fire protection and water pressure issues raised by 

intervener Terry Fallon? 

Yes. Staff is very concerned with the apparent inabhty of Util~ty Source to provide 

consistent and adequate fire flow and water pressure. ' I h s  concern is compounded with the 

recent installation of the potable water standpipe. 

Has Utility Source had a fire protection/water pressure issue in 2014' 

Yes. According to notes, included as Exlvbit A of Mr. Fallon's letter to the Commission, 

dated September 3, 2014, taken during interviews in July, 2014 with the Ponderosa Fire 
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District Fire Chef Mark Sachara and Fire Fighter Sal Unale, the fire district has experienced 

two (2) fire hydrant flow and pressure test failures. 

Q. 

A. 

Q- 
A. 

Q. 

A. 

Has Utility Source had an Engineering Analysis conducted to determine water 

distribution system performance during high water demand events, ie . ,  fire hydrant 

testing and standpipe usage? 

Not to Staffs knowledge. Data Request MST 7.2 requested Uulity Source to provide an 

engineering report detailing the impact the standpipe would have on the distribution system. 

Utility Source responded that it I d  not have an engineering report on the impact the 

standpipe would have on the water dwribution system. In light of the fire hydrant water 

flow and pressure failures and the unknown impact the standpipe will have on the water 

dmribution system, Utility Source should have an engineering analysis conducted to 

determine the water system responsiveness to h g h  water demand events. 

Does Staff have a Recommendation? 

Yes. Staff recommends that Utility Source fde with Docket Control, as a compliance item in 

t h s  docket and withn 90 days of the effective date of a decision in this proceeding, 

documentation demonstrating that an engineering analysis has been conducted on the water 

system and any corrective action recommended from the analysis has been taken. 

Does this conclude your Surrebuttal Testimony? 

Yes, it does. 



J 1 

EXHIBIT 

r r .  I I ,  BEFORE THE ARIZONA CORPORATION COMMISSION 

BOB STUMP 

GARY PIERCE 

BRENDA BURNS 

SUSAN BITTER SMITH 

BOB BURNS 

Chairman 

Commissioner 

Commissioner 

Commissioner 

Commissioner 

IN THE MATTER OF THE APPLICATION OF 
UTILITY SOURCE, LLC, AN ARIZONA 
CORPORATION, FOR A DETERMINATION 
OF THE FAIR VALUE OF ITS UTILITY 
PLANTS AND PROPERTY AND FOR 
INCREASES IN ITS WATER AND 
WASTEWATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

DOCKET NO. WS-04235A-13-0331 

DIRECT 

TESTIMONY 

OF 

JOHN A. CASSIDY 

PUBLIC UTILITIES ANALYST 

UTILITIES DMSION 

ARIZONA CORPORATION COMMISSION 

SEPTEMBER 4,2014 



TABLE OF CONTENTS 

PAGE 

INTRODUCTION ............................................................................................................. 1 

Summary of Testimony and Recommendations ......................................................................................................... 2 

I . 

USL's Proposed Overall Rate of Return ..................................................................................................................... 5 

I1 . THE WEIGHTED AVERAGE COST OF CAPITAL ....................................................... 5 

111 . CAPITAL STRUCTURE .................................................................................................... 7 
Background ............................................................................................................................................................... 7 

Staffs Capital Structure .............................................................................................................................................. 8 
uSL'S Capital Structure .............................................................................................................................................. 8 

nT . RETURN ON EQUITY ..................................................................................................... 8 
Background ............................................................................................................................................................... 8 
Risk ......................................................................................................................................................................... 11 

....................................................................... V . ESTIMATING THE COST OF EQUITY 13 
htroduction ............................................................................................................................................................ 13 

The Constant-Growth DCF .......................................................................................................................................... 15 
The Mu(t;-stage D m  ................................................................................................................................................. 23 

Discounted Cash Flow Model Analysis .................................................................................................................... 14 

VI . 

VI1 . 

VI11 . 

IX . 

X . 

SUMMliRY OF STAFF'S COST OF EQUITY ANALYSIS ............................................ 25 

FINAL COST OF EQUITY ESTIMATES FOR USL ...................................................... 27 

RATE OF RETURN RECOMMENDATION ................................................................. 28 

STAFF RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS MR . THOMAS J . 
BOURASSA ...................................................................................................................... 29 

CONCLUSION ................................................................................................................. 39 

SCHEDULES 

Capital Structure and Weighted Cost of Capital .................................................................................. JAC-1 
Intentionally Left Blank ........................................................................................................................... JAC-2 
Final Cost of Equity Estimates for Sample Water Utilities ............................................................... JAC -3 
Average Capital Structure of Sample Water Ualities .......................................................................... JAC -4 
Growth in Earnings & Dividends of Sample Water Utilities ........................................................... JAC -5 
Sustainable Growth for Sample Water Utilities .................................................................................. JAC -6 
Selected Financial Data of Sample Water Utilities ............................................................................. JAC -7 
Calculation of Expected Infinite Annual Growth in Dividends ...................................................... JAC -8 
Mdti-Stage DCF Estimates ................................................................................................................... JAC -9 



EXECUTIVE SUMMARY 
UTILITY SOURCE, LLC 

DOCKET NO. WS-04235A-13-0331 

The direct testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff recommends that the Commission adopt a capital structure for Utility 
Source, LLC (“Company”) for this proceeding consisting of 0.0 percent debt and 100.0 percent 
equity. 

Cost of E~uitv - Staff recommends that the Commission adopt a 9.6 percent cost of equity for the 
Company. Staffs estimated cost of equity for the Company is based on the 9.0 percent average of 
its discounted cash flow method C‘DCF”’) cost of equity methodology estimates for the sample 
companies of 8.6 percent for the constant-growth DCF model and 9.3 percent for the multi-stage 
DCF model. Staffs recommended cost of equity includes an upward economic assessment 
adjustment of 60 basis points (0.6 percent). 

Cost of Debt - Staff recommends that the Commission adopt a 0.0 percent cost of debt for the 
Company. 

Overall Rate of Return - Staff recommends that the Commission adopt a 9.6 percent overall rate of 
return. 

Mr. Bourassa’s Testimonv - The Commission should reject the Company’s proposed 11.0 percent 
return on equity (“ROE’) for the following reasons: 

Mr. Bourassa’s primary Future Growth DCF estimates rely exclusively on analysts’ forecasts of 
earnings per share growth. Effectively, Mr. Bourassa’s overall DCF estimate is weighted 75 percent 
by h s  Future Growth DCF estimates. M i .  Bourassa’s capital asset pricing model (“CAPM’) 
estimates are overstated due to the use of a forecasted risk-free rate. The current market risk 
premium (WRP”) in Mr. Bourassa’s current MRP CAPM model is not reflective of current market 
conditions, and thus serves to overstate his CAPM cost of equity estimate. Mr. Bourassa’s proposed 
cost of equity has been inflated by an implicit upward adjustment for financial risk and small 
company risk premium. 
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I. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (‘~Com~nission’~) in the Utilities Division (“Staff 3. My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in utility 

rate applications and other financial matters, including studies to estimate the cost of capital 

component in rate Wings used to determine the overall revenue requirement, and for 

preparing written reports, testimonies and schedules to present Staffs recommendations to 

the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Administration degree with an emphasis in Finance from Arizona State University. While 

pursuing my MBA degree, I was inducted into Beta Gamma Sigma, the National Business 

Honor Society. I have passed the CPA exam, but opted not to pursue certification. I have 

worked professionally as a librarian, financial consultant and tax auditor and served as Staffs 

cost of capital witness in rate case evidentiary proceedings in my current as well as in a past 

tenure as a Commission employee. 
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Q- 
A. 

Q. 
A. 

What is the scope of your testimony in this case? 

My testimony provides Staffs recommended capital structure, cost of equity, and overall rate 

of return (“ROR”) for establishing the revenue requirements for Utility Source, LLC (“USL” 

or “Company”) in the Company’s pending water/wastewater rate application. 

Please provide a brief description of USL. 

USL is a Class “C” Limited Liability Company public service corporation engaged in 

providing water and wastewater utility service in portions of Coconino County, Arizona, 

pursuant to a certificate of convenience and necessity granted by the Arizona Corporation 

Commission (“Commission”). During the test year ending December 31,2012, the Company 

served approximately 331 water and wastewater connections. 

Summary of Testimony and Recommendations 

Q. 

A. 

Briefly summarize how Staffs cost of capital testimony is organized. 

Staffs cost of capital testimony is presented in ten sections. Section I is &s introduction. 

Section I1 discusses the concept of weighted average cost of capital (‘WACC”). Section I11 

presents the concept of capital structure and presents Staffs recommended capital structure 

for USL in this proceeding. Section IV discusses the concepts of ROE and risk. Section V 

presents the methods employed by Staff to estimate USL‘s ROE. Section VI presents the 

findings of Staffs ROE analysis. Section VI1 presents Staffs final cost of equity estimates for 

USL. Section IX presents Staffs 

comments on the direct testimony of the Company’s witness, Mi. Thomas J. Bourassa. 

Finally, Section X presents Staffs conclusions. 

Section VI11 presents Staffs ROR recommendation. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Have you prepared any exhibits to accompany your testimony? 

Yes. 

analysis. 

I prepared nine schedules (JAC-1 to JAC-9) which support Staffs cost of capital 

What is Staffs recommended rate of return for USL? 

Staff recommends a 9.6 percent overall ROR, as shown in Schedule JAC-1. Staffs ROR 

recommendation is based on the following: (1) a capital structure composed of 0.0 percent 

debt and 100.0 percent equity; (2) an estimated cost of equity of 9.0 percent, calculated as the 

simple average of the two cost of equity estimates for the sample companies derived from 

Staffs discounted cash flow (“DCF”) estimation methodologies (8.6 percent from Staffs 

constant growth DCF model and 9.3 percent from Staffs multi-stage DCF model), plus the 

adoption of a 60 basis point upward economic assessment adjustment; and (3) a cost of debt 

of 0.0 percent. 

Staff continues to develop and analyze the indicated cost of equity estimates derived from the 

two capital asset pricing model (“CAPM) estimation methodologies historically considered 

and relied upon by Staff. However, at the present time Staff is recommendmg that the 

Commission place less emphasis on CAPM results due to the continuing divergence of the 

CAPM-indicated cost of equity results relative to those derived by the DCF model. 

Mr. Cassidy, brie5y explain why the cost of equity estimates derived from the CAPM 

have become problematic in today’s economic environment. 

In an effort to recover from the economic recession of 2008, the United States Federal 

Reserve (“The Fed”) initiated a monetary policy intended to stimulate economic growth and 

reduce unemployment by keeping the federal funds rate at a level between 0 to ‘A percent.’ I 
1 The federal funds rate is the interest rate charged to banks by the Fed for overnight transfers of funds. 
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The federal funds rate is the central bank's key tool to spur the economy and a low rate is 

thought to encourage spendmg by making it cheaper to borrow money. In addition, in an 

effort to put downward pressure on longer-term interest rates, the Fed initiated a policy of 

quantitative easing' wherein the US. central bank would purchase U.S. Treasury mortgage- 

backed securities by reinvesting the principal payments from its holdings of agency debt and 

agency mortgage-backed securities, and of r o h g  over maturing Treasury securities at 

a~c t ion .~  As a consequence, the low interest rate environment engineered by the Fed has 

compelled investors to seek out higher yields on investment wherever they may be found, 

resulting in the equity markets having recently achieved new all-time highs: and forecasted 

dvidend yields continuing to remain at low  level^.^ At present, these factors, in combination 

with one another, have led to unusually low cost of equity estimates being obtained from the 

CAPM model. Accordingly, in Staffs judgment the cost of equity estimates derived from the 

CAPM should not be given their tradtiond weighting for purposes of setting rates untd such 

time that market conditions change. 

2 Quantitative easing is an unconventional monetary policy in which a central bank purchases government securities or 
other securities from the market in order to lower interest rates and increase the money supply. Quantitative easing 
increases the money supply by flooding financial institutions with capital in an effort to promote increased lending and 
liquidity. Quantitative easing is considered when short-term interest rates are at or approaching zero, and does not involve 
the printing of new banknotes. 
3 In a Press Release issued July 30,2014, the Fed announced that beginning in August 2014 it would add to its holdings of 
agency mortgage-backed securities at a pace of $10 billion per month, down from its prior level of $15 billion per month, 
and add to its holdings of longer-term Treasury securities at a pace of $15 billion per month, down from its prior level of 
$20 billion per month. (httn: / /wx-u-.feder&ieserve.~or/nemerents /Dress /nionetan; /20140730a,htm) 
4 On July 16,2014, the Dow Jones Industrial Average reached an all-time closing high of 17,138.20, and an all-time intra- 
day high of 17,153.80 on August 26,2014. Similarly, the S&P 500 Index reached a new all-time closing high of 2,000.12 
on August 27,2014, and an all-time intra-day high of 2,005.04 on August 26,2014 (Source: Yahoo! Finance). 
5 As reported in the Vulue L i n e  Investment Suwg, Summary Q Index, the median estimated dividend yield (next 12 months) 
of all dividend paying stocks under its review is currently at 2.0 percent (Value Line, August 29, 2014 issue). 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

Direct Testimony of John A Cassidy 
Docket No. W-04235A-13-0331 
Page 5 

USL’s Proposed Overall Rate of Return 

Q. 

A. 

11. 

Q. 
A. 

Q. 
A. 

Briefly summarize USL’s proposed capital structure, cost of debt, ROE and overall 

ROR for this proceeding. 

Table 1 summarizes the Company’s proposed capital structure, cost of debt, ROE and overall 

ROR in this proceeding: 

Table 1 

Weighted 
Weight cost cost 

Long-term Debt 0.00% 0.00% 0.00% 
Common Equity 100.00% 11 .OO% 11 .OO% 
Cost of Canital/ROR 11.00% 

USL is proposing an overall rate of return of 11 .OO percent. 

THE WEIGHTED AVERAGE COST OF CAPITAL 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect for 

investing their financial resources in a determined business venture over another business 

venture. 

What is the overall cost of capital? 

The cost of capital to a company issuing a variety of securities (i.e., stock and indebtedness) is 

an average of the cost rates on all issued securities adjusted to reflect the relative amounts for 

each security in the company’s entire capital structure. Thus, the overall cost of capital to a 

firm is its weighted average cost of capital (‘WACC’’). 
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Q. 
A. 

Q. 
A. 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected returns of a firm’s securities. The 

WACC formula is: 

Equation 1. 
n 

i = l  

In this equation, Wi is the weight given to the ih security (the proportion of the i* security 

relative to the portfolio) and ri is the expected return on the i* security. 

Can you provide an example demonstrating application of Equation l? 

Yes. For this example, assume that an entity has a capital structure composed of 60 percent 

debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0 percent and 

the expected return on equity, Le., the cost of equity, is 10.5 percent. Calculation of the 

WACC is as follows: 

WACC = (60% * 6.0%) + (40% * 10.5%) 

WACC = 3.60% + 4.20% 

WACC 7.80% 

The weighted average cost of capital in this example is 7.80 percent. The entity in h s  

example would need to earn an overall rate of return of 7.80 percent to cover its cost of 

capital. 
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YO 
10.0% 
42.5% 
7.5% 

40.0% 

111. CAPITAL STRUCTURE 

Background 

Q- 
A. 

Q. 
A. 

Please explain the capital structure concept. 

The capital structure of a firm is the relative proportions of each type of security:-short-term 

debt, long-term debt (including capital leases), preferred stock and common stock that are 

used to finance the firm’s assets. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of the 

capital structure (capital leases, short-term debt, long-term debt, preferred stock and common 

stock) relative to the entire capital structure. 

As an example, the capital structure for an entity that is financed by $20,000 of short-term 

debt, $85,000 of long-term debt (includmg capital leases), $15,000 of preferred stock and 

$80,000 of common stock is shown in Table 2. 

Total I $200,000 I I 100% I 

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common stock. 
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USL’s Capital Structure 

Q. 
A. 

Q. 

B. 

What capital structure does USL propose for purposes of this proceeding? 

The Company proposes a capital structure composed of 0.0 percent debt and 100.0 percent 

common equity. USL‘s proposed capital structure reflects its actual consolidated capital 

structure as of the December 31, 2012 test-year end, as shown in the Company’s Schedule 

D-1. 

How does USL’s proposed capital structure compare to capital structures of publicly- 

traded water utilities? 

Schedule JAC-4 shows the capital structures of seven publicly-traded water companies 

(“sample water companies” or “sample water uulities”) as of December 2013. The average 

capital structure for the sample water utilities is comprised of approximately 47.9 percent debt 

and 52.1 percent equity. 

Staffs Capital Structure 

Q. 

A. 

What is Staffs recommended capital structure for USL? 

Staff recommends a capital structure composed of 0.0 percent debt and 100.0 percent equity. 

IV. RETURN ON EQUITY 

Background 

Q. 

A. 

Please define the term “cost of equity capital.” 

The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the investors’ 

expected rate of return on other investments of similar risk. As investors have a wide 

selection of stocks to choose from, they will choose stocks with similar risks but higher 

returns. Therefore, the market determines the entity’s cost of equity. 
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Q. 

A. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. 

Q. 

A. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate history and identify 

trends. Chart 1 graphs intermedate U.S. treasury rates from January 3, 2003, to May 30, 

2014. 

As shown in Chart 1, intermediate-term interest rates generally trended upward from 2003 to 

mid-2007, trended downward until late-2012, and have trended upward since that time. 
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Q. 

A. 

What has been the general trend in interest rates longer term? 

U.S. Treasury rates from January 1964- May 2014 are shown in Chart 2. The chart shows that 

interest rates trended upward through the mid-1980s and have trended downward since that 

time. 

Source: Federal Reserve 

Q. Do these trends have relevance to the cost of equity? 

A. Yes. As previously noted, interest rates and the cost of equity tend to move in the same 

direction; therefore, it can be concluded that the cost of equity has also declined over the past 

30 years. 
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Q. 
A. 

Risk 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors' expected returns and not reahzed returns. 

Please define risk as it relates to an equity security investment. 

Risk, as it relates to an equity security investment, is defined as the variability or uncertainty 

of the returns associated with that particular security. Investors are risk averse and require a 

greater potential return to invest in relatively greater risk opportunities, i.e., investors require 

compensation for taking on additional risk. Risk is generally separated into two components: 

market risk (systematic risk) which is non-diversifiable, and non-market risk (unsystematic 

risk or firm-specific risk) whch is diversifiable. 

What is market risk? 

Market risk, or systematic risk, is the risk associated with an investment that cannot be 

reduced through diversification. Market risk stems from factors that affect all securities, such 

as recessions, war, inflation and hgh interest rates. These factors affect the enure market. 

However, market risk does not impact each security to the same degree. 

What is non-market risk? 

Non-market risk, or unsystematic risk, is risk which is unique to the firm and is capable of 

being diversified away. Examples of unsystematic risk include losses caused by labor 

problems, nationalization of assets, loss of a big client or adverse weather conditions. 

Investors can eliminate firm-specific risk by holdmg a diverse portfolio; thus, it is not of 

concern to diversified investors. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Is the cost of equity affected by firrn-specific risk? 

No. Since firm-specific risk can be eliminated through diversification, it does not affect the 

cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold &versified portfolios can effectively eliminate firm-specific risk and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-diversified must compete in the market with filly-diversified investors, the former 

cannot expect to be compensated for unique risk. 

Is a firm subject to any other risk? 

Yes. Firms are also subject to business risk and to financial risk. 

Please define business risk. 

Business risk is the fluctuation of earnings inherent in firm’s erations and environment, 

such as competition and adverse economic condtions, which may impair its ability to provide 

returns on investment. Companies in the same or s d a r  line of business tend to experience 

the same fluctuations in business cycles. 

Please define financial risk. 

Financial risk is the fluctuation of earnings inherent in the use of debt financing that may 

impair a firm’s ability to provide adequate returns; the higher the percentage of debt in a 

company’s capital structure, the greater its exposure to financial risk. 
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Q. 
A. 

Q. 

A. 

V. 

Do business risk and financial risk affect the cost of equity? 

Yes. 

How does USL's financial risk exposure compare to that of Staff's sample group of 

water companies? 

JAC-4 shows the capital structures of the seven sample water companies as of December 

2013, and USES capital structure as of the test year ending December 31,2012. As shown, 

the sample water utilities were capitalized with approximately 47.9 percent debt and 52.1 

percent equity, while USL's capital structure consists of 0.0 percent debt and 100.0 percent 

equity. Thus, relative to Staffs sample companies, USL has no exposure to financial risk 

because the Company does not utilize debt financing. 

ESTIWTING THE COST OF EQUITY 

Introduction 

Q. 
A. 

Q- 
A. 

Did Staff directly estimate the cost of equity for USL? 

No. Since USL is not a publicly-traded company, Staff is unable to directly estimate its cost 

of equity due to the lack of frrm-specific market data. Instead, Staff estimated the Company's 

cost of equity indtrectly, using a representative sample group of publicly-traded water utilities 

as a proxy, taking the average of the sample group to reduce the sample error resulting from 

random fluctuations in the market at the time the information is gathered. 

What sample companies did Staff select as proxies for USL? 

Staffs sample consists of the following seven publicly-traded water utilities: American States 

Water, California Water, Aqua America, Connecticut Water Service, hhddlesex Water, SJW 

Corporation and York Water. Staff selected these companies because they are publicly-traded 

and receive the majority of their earnings from regulated operations. 
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Q. 
A. 

Q. 
A. 

What models did Staff impXement to estimate USL’s cost of equity? 

Staff used two variations of the DCF model, both of which are market-based, to estimate the 

cost of equity for USL: the constant-growth DCF model and the multi-stage DCF model. 

Please explain why Staff chose the DCF model. 

Staff chose to use the DCF model because it is a widely-recognized market-based model and 

has been used extensively to estimate the cost of equity. For the reasons noted earlier, Staff 

does not incorporate estimates derived from the CAPM into its cost of equity analysis for 

USL. An explanation of the DCF model is provided below. 

Discounted Cash Flow Model Analysis 

Q. 

A. 

Q. 
A. 

Please provide a brief summary of the theory upon which the DCF method of 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment is 

equal to the sum of the future cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

drvidend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered the 

DCF method in the 1960s. The DCF method has become widely used to estimate the cost of 

equity for public utihties due to its theoretical merit and its simplicity. Staff used the financial 

information for the relevant seven sample companies in the DCF model and averaged the 

results to determine an estimated cost of equity for the sample companies. 

Does Staff use more than one version of the DCF? 

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity’s 
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dividends will grow indefinitely at the same rate. 

assumes the dtvidend growth rate will change at some point in the future. 

The multi-stage growth DCF model 

The Constant-Growth DCF 

Q. 
A. 

Q. 

A. 

What is the mathematical formula used in Staffs constant-growth DCF analysis? 

The constant-growth DCF formula used in Staffs analysis is: 

Equation 2 : 

Dl K = - + g  
P, 

where: K = thecost of equity 

D, = the expected annual dividend 

P, = the current stock price 

g = the expected infinite annual growth rate of dividends 

Equation 2 SS’ m s that the entity has a constant earnings retention rate and that its earnings 

are expected to grow at a constant rate. According to Equation 2, a stock with a current 

market price of $10 per share, an expected annual dividend of $0.45 per share and an 

expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity of 7.5 

percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the 3.0 

percent annual dividend growth rate. 

How did Staff calculate the expected dividend yield (DJP,) component of the 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF formula by dividing the expected 

annual dividend PI) by the spot stock price (Po) after the close of market on August 27, 

201 4, as reported by MSN Mone_y. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Why did Staff use the August 27,2014, spot price rather than a historical average stock 

price to calculate the dividend yield component of the DCF formula? 

The current, rather than hstoric, market price is used in order to be consistent with financial 

theory. In accordance with the Efficient Market Hypothesis, the current stock price is 

reflective of all available information on a stock, and as such reveals investors’ expectations of 

future returns. 

How did Staff estimate the dividend growth ( g )  component of the constant-growth 

DCF model represented by Equation 2’ 

The dividend growth component used by Staff is determined by the average of six different 

estimation methods, as shown in Schedule JAC-8. Staff calculated historical and projected 

growth estimates on hvidend-per-share (“DPs”),6 earnings-per-share (“EPS”)’ and 

sustainable growth bases. 

Why did Staff examine EPS growth to estimate the dividend growth component of the 

constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend dmributions may exceed earnings in the short run, but cannot continue indefinitely. 

In the long term, dividend dmibutions are dependent on earnings. 

How did Staff estimate historical DPS growth? 

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate for 

each of its sample companies over the 10-year period, 2003-2013. As shown in Schedule 

JAC-5, the average hstorical DPS growth rate for the sample was 3.7 percent. 

6 Derived from information provided by Vuhe  Line. 
7 Derived from information provided by Value Line. 
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Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from V a h e  Line through the period, 2017-2019. The average projected DPS growth rate is 

5.9 percent, as shown in Schedule JAC-5. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate for 

each of its sample companies over the 10-year period, 2003-2013. As shown in Schedule 

JAC-5, the average historical EPS growth rate for the sample was 6.5 percent. 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

from V a b e  Line through the period, 2017-2019. The average projected EPS growth rate is 

6.0 percent, as shown in Schedule JAC-5. 

How does Staff calculate its historical and projected sustainable growth rates? 

Historical and projected sustainable growth rates are calculated by adding their respective 

retention growth rate terms (br) to their respective stock financing growth rate terms (vs), as 

shown in Schedule JAC-6. 

What is retention growth? 

Retention growth is the growth in dlvidends due to the retention of earnings. The retention 

growth concept is based on the theory that dividend growth cannot be achieved unless the 

company retains and reinvests a portion of its earnings. The retention growth is used in 

Staffs calculation of sustainable growth shown in Schedule JAC-6. 
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Q. 

A. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the book/accounting 

return on equity. The retention growth rate formula is: 

Equation 3 : 
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 

r = the accountinghook return on common equity 

Q. How did Staff calculate the average historical retention growth rate (br) for the 

sample water utilities? 

Staff calculated the mean of the 10-year average historical retention rate for each sample 

company over the period, 2003-2013. As shown in Schedule JAC-6, the historical average 

retention (br) growth rate for the sample is 2.8 percent. 

A. 

Q. How did Staff estimate its projected retention growth rate (br) for the sample water 

utilities? 

Staff used the retention growth projections for the sample water utilities for the period, 2017- 

2019, from Vahe Line. As shown in Schedule JAC-6, the projected average retention growth 

rate for the sample companies is 4.2 percent. 

A. 

l Q. 

A. 

When can retention growth provide a reasonable estimate of future dividend growth? 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market-to- 

book ratio”) is expected to be 1.0. The average retention ratio has been reasonably constant 

I 
I 

~ 
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in recent years. However, the market-to-book ratio for the sample water utilities is 2.2, 

notably higher than 1 .O, as shown in Schedule JAC-7. 

Q- 
A. 

Q. 

A. 

Q. 

A. 

Is there any financial implication of a market-to-book ratio greater than 1.0? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to earn 

an accounting/book return on its equity that exceeds its cost of equity. The relationship 

between required returns and expected cash flows is readily observed in the fixed securities 

market. For example, assume an entity contemplating issuance of bonds with a face value of 

$10 d o n  at either 6 percent or 8 percent and, thus, paying annual interest of $600,000 or 

$800,000, respectively. Regardless of investors’ required return on similar bonds, investors 

will be willing to pay more for the bonds if issued at 8 percent than if the bonds are issued at 

6 percent. For example, if the current interest rate required by investors is 6 percent, then 

they would bid $10 mikon for the 6 percent bonds and more than $10 million for the 8 

percent bonds. Similarly, if equity investors require a 9 percent return and expect an entity to 

earn accounting/book returns of 13 percent, the market will bid up the price of the entity’s 

stock to provide the required return of 9 percent. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

equity analyses in recent years? 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 1.0. 

Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio @r) term to calculate its historical and projected sustainable growth rates. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is stock financing growth? 

Stock financing growth is the increase in an entity's dividends attributable to the sale of stock 

by that entity. Stock financing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost of Capital t o  a Pzrblic Utili@* Stock financing growth is the product of the 

fraction of the funds raised from the sale of stock that accrues to existing shareholders (v) 

and the fraction resulting from dividing the funds raised from the sale of stock by the existing 

common equity (s). 

What is the mathematical formula for the stock financing growth rate? 

The mathematical formula for stock financing growth is: 

Equation 4:  
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 

to existing shareholders 

common equity 

s = Funds raised from the sale of stock as a fraction of the existing 

How is the variable vpresented above calculated? 

Variable .u is calculated as follows: 

Equation 5 :  

v = 1-[ book value ] 
market value 

For example, assume that a share of stock has a $30 book value and is selling for $45. Then, 

to find the value of v, the formula is applied 

8 Gordon, Myron J. The Cost OfCapitalto a Public Utili$ MSU Public Utilities Studies, Michigan, 1974, pp. 31-35. 
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v = l-[$) 

In this example, v is equal to 0.33. 

Q- 
A. 

Q. 
A. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 

Equation 6: 

Funds raised from the issuance of stock 
s =  

Total existing common equity before the issuance 

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

Then, to find the value of s, the formula is applied 

s = (- 30 
150 

In this example, s is equal to 20.0 percent. 

What is the vs term when the market-to-book ratio is equal to l . O ?  

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

book/accounting return on their equity investment equal to the cost of equity. When t--e 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0). 

Consequently, the us term is also equal to zero (0.0). When stock financing growth is zero, 

dividend growth depends solely on the br term. 
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Q. 
A. 

Q. 
A. 

Q- 

A. 

Q. 

A. 

What is the effect of the vs term when the market-to-book ratio is greater than IO? 

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

book/accounting return on their equity investment greater than the cost of equity. Equation 

5 shows that, when the market-to-book ratio is greater than 1.0, the Y term is also greater than 

zero. The excess by which new shares are issued and sold over book value per share of 

outstanding stock is a contribution that accrues to existing stockholders in the form of a 

higher book value. The resulting higher book value leads to higher expected earnings and 

dividends. Continued growth from the YJ term is dependent upon the continued issuance and 

sale of additional shares at a price that exceeds book value per share. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an average stock financing growth of 2.6 percent for the sample water utilities, 

as shown in Schedule JAC-6. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result of 

investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Holding all other factors constant, one would expect market forces to move the company’s 

stock price lower, closer to a market-to-book ratio of 1.0, to reflect investor expectations of 

reduced expected future cash flows. 

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds 

raised from the sale of stock by the entity accrues to the benefit of existing shareholders 
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because the v term equals to zero and, consequently, the us term also equals zero. When the 

market-to-book ratio equals 1.0, dividend growth depends solely on the br term. Staffs 

inclusion of the vs term assumes that the market-to-book ratio continues to exceed 1.0 and 

that the water utilities will continue to issue and sell stock at prices above book value with the 

effect of benefitting existing shareholders. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What are Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 5.4 percent based on an analysis of 

earnings retention for the sample water companies. Staffs projected sustainable growth rate 

is 6.8 percent based on retention growth projected by V a h e  Line. Schedule JAC-6 presents 

Staffs estimates of the sustainable growth rate. 

What is Staff's expected infinite annual growth rate in dividends? 

Staffs expected dividend growth rate ('g) is 5.7 percent, which is the average of historical and 

projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the expected 

infinite annual growth rate in dividends is shown in Schedule JAC-8. 

What is Staff's constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 8.6 percent, as shown in Schedule JAC-3. 

The Multi-Stage DCF 

Q. Why did Staff implement the multi-stage DCF model to estimate USL's cost of 

equity? 

Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth, the first 

A. 
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stage (near-term) having a duration of four years, followed by a second stage (long-term) of 

Q. 
A. 

Q. 
A. 

Q. 
A. 

constant growth. 

What is the mathematical formula fa ge DCF? 

The multi-stage DCF formula is shown in the following equation: 

the multi-st 

Equation 7 : 

Where: P, = currentstockpiice 

D, = dividends expected during stage 1 
K = costofequity 

n = yearsof non - constant growth 

Dn = dividend expected in year n 
g ,  = constant rate of growth expected after year n 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dwidends for each of the sample water utihties using near-term 

and long-term growth rates. Second, Staff calculated the rate (cost of equity) which equates 

the present value of the forecasted dwidends to the current stock price for each of the sample 

water utiltties. Lastly, Staff calculated an overall sample average cost of equity estimate. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on Valzle Line's projected dividends for the next twelve 

months, when available, and on the average dividend growth (g) rate of 5.7 percent, calculated 

in Staffs constant DCF analysis for the remainder of the stage. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q- 
A. 

VI. 

Q. 

A. 

How did Staff estimate long-term (stage-2) growth? 

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross 

Domestic Product ("GDP") from 1929 to 2013.' Using the GDP growth rate assumes that 

the water utility industry is expected to grow at the same rate as the overall economy. 

What is the historical GDP growth rate that Staff used to estimate stage-2 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

What is Staff's multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.3 percent, as shown in Schedule JAC-3. 

What is Staffs overall DCF estimate for the sample utilities? 

Staff's overall DCF estimate is 9.0 percent. Staff calculated the overall DCF estimate by 

averaging the constant growth DCF (8.6Yo) and multi-stage DCF (9.3'/0) estimates, as shown 

in Schedule JAC-3. 

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS 

What is the result of Staffs constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. The result of 

Staffs constant-growth DCF analysis is as follows: 

k = 2.9% + 5.7% 

k = 8.6% 

9 www.bea.doc.gov. 

http://www.bea.doc.gov
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Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 8.6 

percent. 

Q- 

A. 

Q. 
A. 

What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of Staffs multi-stage DCF analysis. The result of Staffs 

multi-stage DCF analysis is: 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Equity Cost 
Estimate (k) 

9.1% 
9.1% 
9.0% 
9.5% 

10.1% 
9.2% 
9.3% 

Average 9.3% 

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.3 

percent. 

What is Staffs overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample uthties is 9.0 percent. Staff 

calculated an overall DCF cost of equity estimate by averaging Staffs constant growth DCF 

(8.6 percent) and Staffs multi-stage DCF (9.3 percent) estimates, as shown in Schedule JAC- 

3. 
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VII. 

Q. 
A. 

Q. 

A. 

FINAL COST OF EQUITY ESTIMATES FOR USL 

Please compare USL’s capital structure to that of Staffs seven sample companies. 

The average capital structure for the sample water utilities is composed of 47.9 percent debt 

and 52.1 percent equity, as shown in Schedule JAC-4. In contrast, USL‘s capital structure is 

composed of 0.0 percent debt and 100.0 percent equity. Since the Company’s capital 

structure is less highly leveraged than that of the average sample water utility, USL‘s 

stockholders bear less financial risk than do equity shareholders of the sample utilities. 

Is Staff recommending a downward financial risk adjustment to the Company’s cost 

of equity to recognize its lower financial risk? 

No. Staff normally applies two criteria in assessing whether application of a downward 

financial risk adjustment is appropriate. The first consideration is whether the utility has a 

reasonably economical capital structure. Staff considers a capital structure composed of no 

more than 60 percent equity to meet this condtion. If equity exceeds 60 percent, as it does 

for USL, Staff considers application of a downward financial risk adjustment to be 

appropriate if the utility meets the second criteria. The second con&tion is whether the uuhty 

has access to the capital markets. For non-publicly traded entities, access to the capital 

markets typically requires that the firm obtain an investment grade credit rating, or to be 

affiliated (i.e., operating subsidiary) with a parent company having such. In the instant 

docket, USL does not meet this condition; thus, despite USL‘s equity exceeding 60 percent, 

Staff is not recommending a downward financial risk adjustment to the Company’s cost of 

equity. Staffs methodology for applying a downward financial risk adjustment encourages a 

u a t y  with access to the capital markets to use that access to manage its capital structure with 

economic efficiency and encourages a u&ty that lacks access to the capital markets to 
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Q- 

A. 

Q. 
A. 

VIII. 

Q- 
A. 

/ 

Did Staff consider factors other than the results of its technical models in its cost of 

equity analysis? 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an upward economic assessment adjustment to the cost of 

equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward economic 

assessment adjustment, as shown in Schedule JAC-3. 

What is Staff's recommended cost of equity for USL? 

Staff recommends a cost of equity of 9.6 percent for USL, based on cost of equity estimates 

for the sample companies of 8.6 percent for the constant-growth DCF model and 9.3 percent 

for the multi-stage DCF model. Staff recommends adoption of a 60 basis point upward 

economic assessment adjustment, resulting in a 9.6 percent Staff-recommended cost of 

equity, as shown in Schedule JAC-3. 

RATE OF RETURN RECOMMENDATION 

What overall rate of return did Staff determine for USL? 

Staff determined a 9.6 percent ROR for the Company, as shown in Schedule JAC-1 and the 

following table: 

Table 3 
Weighted 

Weight Cost Cost 
Long-term Debt 0.0% 0.0% 0.0% 
Common Equity 100.Oo/o 9.6% 9.6% 

Overall ROR 9.6% 
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IX. 

Q. 
A. 

STAFF RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS MR. 

THOMAS J. BOURASSA 

Please summarize Mr. Bourassa's analyses and recommendations. 

Mr. Bourassa recommends an 11.0 percent cost of equity based on estimates derived from 

two constant growth DCF analyses (median estimate 8.5%), two CAPM analyses (median 

estimate 9.9'/0), and two Build-up risk premium models (median estimate 11.7°/o) designed as 

a check for reasonableness to his DCF and CAPM results, using a proxy sample of six 

publicly-traded water companies. He proposes a capital structure consisting of 0.00 percent 

debt and 100.00 percent equity. Mr. Bourassa determined that the cost of equity for publicly 

traded water utilities lies within the range of 8.5 percent to 11.7 percent, with the mid-point 

of his range being 10.1 percent. Mr. Bourassa makes no explicit adjustments to his 10.1 

percent mid-point cost of equity estimate; however, in arriving at h s  recommended 11.0 
W' 

percent cost of equity figure he gives consideration to (a) prospective economic conditions, 

(b) financial risks associated with the Company's pro forma capital structure, (c) incremental 

business risks associated with USL's small size, and (d) an assessment of USL's business risk 

exposure relative to h s  sample companies." His overall recommended rate of return for the 

Company is 11 .O percent. 

For purposes of h s  constant growth DCF analyses, Mr. Bourassa gives a 50 percent weight to 

the estimates derived from his Future Growth DCF model and a 50 percent weight to the 

estimates derived from his Past and Future Growth DCF Model. In his primary Future 

Growth DCF model, Mr. Bourassa relies exclusively on analysts' forecasts of EPS growth to 

estimate the dividend growth (g) component (See TJB Schedule D-4.6). In his Past and 

Future Growth DCF model, Mr. Bourassa estimates his dividend growth (g) rate by giving 50 

I 
percent weight to historical measures of growth in annual share price, book value, EPS and 

10 See Bourassa Direct, pp. 3-4, lines 221) 
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DPS over a five-year period, and 50 percent weight to the dividend growth rate obtained 

from h s  primary Future Growth DCF model (See TJB Schedule D-4.4). Thus, for purposes 

of the overall dividend growth &) rate used in his constant growth DCF analyses, Mr. 

Bourassa effectively gives a 75 percent weight to the results obtained from analysts forecasts’ 

for EPS growth and only a 25 percent weight to the results obtained from historical measures 

of dividend growth (See TJB Schedule D-4.8). In each of his two constant growth DCF 

analyses, Mr. Bourassa uses a 60-day average stock price to calculate the current dividend 

yield (Do/Po) (See TJB Schedule D-4.7). 

For purposes of his CAPM analyses, Mr. Bourassa presents estimates based upon both 

hstorical- and current market risk premia. In both, he uses a 4.40 percent forecasted risk free 

&) rate based, in part, upon estimates from Value Line and Blue Chip Consensus Forecasts 

for the 30-year long-term Treasury yleld covering the period, 2014-2015 (See TJB Schedule 

D-4.10). 

Q. 

A. 

Does Staff have any comments on Mr. Bourassa’s sole reliance on analysts’ forecasts 

of EPS growth rates to estimate dividend growth rate (g) in his Future Growth DCF 

analysis? 

Yes. Exclusive reliance on analysts’ forecasts of earnings growth to forecast DPS is 

inappropriate because it assumes that investors do not give consideration to other relevant 

information such as historical dividend and earnings growth. Generally, analysts’ forecasts 

are known to be overly optimistic. Sole use of analysts’ forecasts to calculate the expected 

dlvidend growth rate, 0, serves to inflate that component of the DCF model and, 

consequently, the estimated cost of equity. The appropriate growth rate to use in the DCF 

model is the dividend growth rate expected by investors, not by analysts. Investors are 

assumed to be rational, and as such will want to take into consideration all relevant available 
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information prior to making an investment decision. Therefore, it is reasonable to assume 

that investors would consider both historical measures of past growth, as well as analysts’ 

forecasts of future growth, similar to the balanced approach used by Staff when estimating 

the dividend growth (g) rate in Staffs constant-growth DCF model.” 

Q- 

A. 

Q. 

A. 

Does the narrative of Mr. Bourassa’s direct testimony state that he relies exclusively 

on analysts’ forecasts of EPS growth to estimate the expected dividend growth rate 

(g )  in his Future Growth DCF model? 

No. Mr. Bourassa states only that “I have used analyst growth forecasts, where a~ailable,”’~ 

and that “I use analysts’ forecasts of growth as a primary estimate of growth.’y13 Only when 

referring to TJB Schedule D-4.6 does one learn that he has relied exclusively on analysts’ 

forecasts of EPS growth to estimate the dtvidend growth (g> rate in his Future Growth DCF 

model. 

Does Staff have evidence to support its assertion that exclusive reliance on analysts’ 

forecasts of earnings growth in the DCF model would result in inflated cost of equity 

estimates? 

Yes. Experts in the financial community have commented on the optimism in analysts’ 

forecasts of future  earning^.'^ A study cited by David Dreman in his book Contrarian 

Investment Strategies: The Next Generation found that Vultle Line analysts were optimistic in their 

forecasts by 9 percent annually, on average for the 1987 - 1989 period. Another study 

l 1  See Cassidy Direct, page 16, lines 10-13. 
12 See Bourassa Direct, page 33, lines 17-18. 
13 See Bourassa Direct, page 34, lines 4-5. 
14 Seigel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hdl. New York. p. 100. Dreman, David. Contrarian 
Investment Strategies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel, Burton G. A Random 
Walk: Down WallSfreet. 2003. W.W. Norton & Co. New York. p. 175. 
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier 
Bureau), FCC Docket 79-63, p. 95. 
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conducted by David Dreman found that between 1982 and 1997, analysts overestimated the 

growth of earnings of companies in the S&P 500 by 188 percent. 

Burton Malkiel, of Princeton University, conducted a study of the 1- and 5-year earnings 

forecasts made by some of the most respected names in the investment business. His results 

showed that when compared with actual earnings growth rates, the 5-year forecasts made by 

professional analysts were far less accurate than estimates derived from several naive 

forecasting models, such as the long-run growth rate in national income. In the following 

excerpt from his book, A Random WaZk Down Wall Street, Professor Malkiel lscusses the 

results of hls study: 

When confronted with the poor record of their five-year growth 
estimates, the secubij ana& honestb] f she@ish&, admitted that j v e  years 
ahead is real4 too far in advance to make reliableprojections. They protested 
that although long-term projections are admittedly important, they 
really ought to be judged on their abibty to project earnings changes 
one year ahead. Believe it or not, it turned out that their one-year 
forecasts were even worse than their five-year projections. 

The analysts fought back gamely. They complained that it was unfair 
to judge their performance on a wide cross section of industries, 
because earnings for high-tech firms and various “cyclical” 
companies are notoriously hard to forecast. ‘Ty u~ on atilities, ” one 
ana4st conjdeentb asserted. At the time they were considered among the most 
stable grozp of conzpanies because ofgovernment regulation. So we tried it and 
thy didn’t like it. Even the forecasts for the stable utilities were far  of the 
rnark.‘I Pmphasis added) 

Q. 

A. 

Are investors aware of the overestimation problems associated with analysts’ 

forecasts? 

Yes. In addition to books, there are numerous published articles appearing in The Wall Street 

Journal and other financial publications that cast doubt on the accuracy of research analysts’ 

15 Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 



1 

2 

3 

4 

5 

6 

‘ 7  

8 
S 

1c 
11 
12 
13 
1A 
1: 

1t 

1: 

18 

19 

2c 

21 

22 

23 

2r 

Direct Testimony of John A Cassidy 
Docket No. W-04235A-13-0331 
Page 33 

forecasts.I6 Investors, being keenly aware of these inherent biases in forecasts, will use other 

methods to assess future growth. 

Q- 
A. 

Q- 

A. 

Should DPS growth be considered in a DCF analysis? 

Yes. As previously stated in section VI of this testimony, the current market price of a stock 

is equal to the present value of all expected future dividends, not future earnings. Professor 

Jeremy Siege1 from the Wharton School of Finance stated: 

Note that the price of the stock is always equal to the present value 
of all future dividends and not the present value of future earnings. 
Earnings not paid to investors can have value only if they are paid as 
dividends or other cash disbursements at a later date. Valuing stock 
as the present discounted value of future earnings is manifestly wrong 
and greatly overstates the value of the firm.” 

For valuation purposes, therefore, earnings paid out in the form of a dividend have 

paramount relevancy to investors. Dividends, unltke earnings, cannot be manipulated or 

overstated. Thus, hstorical DPS growth should receive appropriate consideration when 

estimating the market cost of equity in the DCF model. 

How does Mr. Bourassa calculate the expected dividend growth (g) rate used in his 

Past and Future Growth DCF model? 

As shown in TJB Schedule D-4.4, Mr. Bourassa estimates the expected dwidend growth @ 

rate in his Past and Future Growth DCF model’* by providing a 50 percent weight“ to 

16 Smith, Randall & Craig, Suzanne. “Big Firms Had Research Ploy: Quiet Payments Among Rivals.” The WaD Street 
Journal. April 30, 2003. Brown, Ken. “Analysts: Sti l l  Coming Up Rosy.” The Wadstreet Journal January 27, 2003. p. C1. 
Karmin, Craig. “Profit Forecasts Become Anybody’s Guess.’’ The Wall Street Journal. January 21, 2003. p. Cl .  
Gasparino, Charles. “Merrill Lynch Investigation Widens.” The Wall StreetJom~al. April 11,2002. p. C4. Elstein, Aaron. 
“Earnings Estimates Are All Over the Map.” The Wall StreetJoumal August 2, 2001. p. C1. Dreman, David. “Don’t 
Count on those Earnings Forecasts.” Forbes. January 26, 1998. p. 110. 
17 Seigel, Jeremy J. -. 2002. McGraw-W. New York P. 93. 
18 See TJB Schedule D-4.4, Column 7. 
19 See TJB Schedule D-4.4, Column 5 .  
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historical measures of growth in average annual share price, book value, EPS and DPS for his 

sample companies over a five-year period2’ and a 50 percent weight21 to the average of 

analysts’ forecasts for EPS growth derived from his Future Growth DCF model. 

Q. 

A. 

For purposes of his overall DCF estimate, what percentage weight does Mr. Bourassa 

allocate to the dividend growth (g) component derived from analysts’ forecasts of EPS 

growth in his Future Growth DCF model? 

Effectively, for purposes of his overall DCF estimate Mr. Bourassa allocates a 75 percent 

weight to the results derived from analysts’ forecasts of EPS growth in hts Future Growth 

DCF Model. As noted above, TJB Schedule D-4.4 presents the results of Mr. Bourassa’s Past 

and Future Growth DCF model, which provides for an equal weighting (it., 50 percent) 

between historical and projected measures of dividend growth. However, as shown in TJB 

Schedule D-4.8, for purposes of his overall dividend growth (g> estimate,22 Mr. Bourassa 

combines the average of his Past and Future Growth DCF estimateB with hts average Future 

Growth DCF estimate.” In  so doing, Mr. Bourassa effectively gives a 75 percent weight to 

the dividend growth (g> estimate derived from analysts’ forecasts of EPS growth in his Future 

Growth DCF model and only a 25 percent weight to the dividend growth estimate derived 

from hstorical measures of growth in his Past and Future Growth DCF model. 

20 In TJB Schedule D-4.5, Mr. Bourassa presents this same dividend growth information over a ten-year period, but elects 
not to use it for purposes of his recommended cost of equity. 
21 See TJB Schedule D-4.4, Column 6. 
22 See TJB Schedule D-4.8, Column 3. 
23 See TJB Schedule D-4.8, Line 8. 
24 SeeTJB Schedule D-4.8, Line 10. 
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Q. 

A. 

Q- 

A. 

Does Staff have any comment on Mr. Bourassa’s use of growth in average annual 

share price to estimate the expected dividend growth (g) component in his Past and 

Future Growth DCF model? 

Yes. Staff would point out that in both his five- and ten-year historical growth DCF analyses, 

share price growth has exceeded that of dividend growth by a wide margin. Specifically, in 

his five-year historical growth analysis (See TJB Schedule D-4.4), average share price growth 

(5.8Oo/o) exceeds average DPS growth (3.33Yo) by 74.2 percent (((.0580/.0333) - 1) = 74.20/0), 

and in h s  ten-year historical growth analysis (See TJB Schedule D-4.5), average share price 

growth (6.8S0/0) exceeds average DPS growth (3.25Yo) by 111.7 percent (((.0688/.0325) - 1) = 

111.7°/o). Thus, share price appreciation is not a determinant of dividend growth, and for this 

reason Staff considers its use as a growth parameter to be inappropriate. 

As it relates to the cost of equity, what is the significance of Mr. Bourassa’s sample 

water companies having experienced share price growth in excess of DPS growth over 

both the last five- and ten-year periods? 

Simply stated, it is an indication that the cost of equity for publicly-traded water uulities has 

fallen over each of the last 5- and 10-year periods. When the market price per share of 

common stock for a given firm rises faster than does the dividend paid on a per share basis, 

the dividend yleld falls. As dividend yields fall, investors pay more for an equivalent unit of 

return on their investment, resulting in a lower cost of equity. Markets are efficient, and 

because prices for publicly traded stocks can rise only if investors are willing to bid up the 

share price, when share price growth exceeds DPS growth over a five- or ten-year period, the 

willingness of investors to continue to bid up share prices is reflective of investor 

expectations that market returns have fallen. Thus, Mr. Bourassa’s use of share price growth 

increases his cost of equity estimate a t  a time when share price growth actually reflects a 
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Q. 

A. 

decrease in cost of equity. 

inappropriate parameter for dividend growth in the DCF model. 

This incongruous outcome is the result of choosing an 

Turning to Mr. Bourassa’s CAPM analyses, in view of the rece strength in the US.  

equity markets, does Staff consider the 8.61 percentz5 current market risk premium 

component in his current MRP CAPM model to be reflective of current market 

conditions? 

No. As an input into his current market risk premium CAPM model, Mr. Bourassa employs 

Valzle Line’s median 3-5 year price appreciation potential estimate to compute the market risk 

premium (“h4RP”) component.26 As shown in TJB Schedule D-4.11, Mr. Bourassa presents 

hstorical data covering the period December 2011 - July 2013, and for purposes of hts 

recommended 8.61 percent current MRI’ value, elects to use a 6-month average estimate 

covering the period, February 2013-July 2013.27 Staff conducted a check of Valzle Line data 

and found that during the 6-month period, February 2013 -July 2013, the Valzle Line median 

3-5 year price appreciation potential estimate averaged 46.42 percent. However, given the 

strength in the equity markets, over the most recent 6-month period (i.e., December 2013 - 

May 2014) Value Line’s price appreciation potential estimate fell to an average of 33.25 

percent. Thus, given the methodology employed by Mr. Bourassa to calculate the 8.61 

percent market risk premium used in his current MRP CAPM model, that MlU? value is not 

reflective of current market conditions. 

~ 

25 See TJB Schedule D-4.12, line 5. 
26 See TJB Schedule D-4.11, footnote 3. 
27 See TJB Schedule D-4.11, lines 25 and 30 
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Q* 

A. 

Q. 

A. 

Q. 

A. 

Does Staff agree with Mr. Bourassa’s use of a forecasted risk-free (RE) interest rate in 

his CAPM analyses? 

No. The appropriate risk-free interest rate to be used in the CAPM model is the current rate 

borne by investors in the market. Use of a forecasted risk-free rate serves to overstate the 

estimated market cost of equity. 

What risk-free rate does Mr. Bourassa use in his CAPM analyses? 

In both his historical and current market risk premia CAPM analyses, Mr. Bourassa uses a 

forecasted risk-free rate based, in part, upon estimates from Vultle Line and Blue Chip 

Financial Forecasts for the 30-year long-term Treasury yield covering the period 2014-2015. 

The forecasted rate used by Mr. Bourassa in his CAPM analyses is 4.40 percent. At present:’ 

the yield on the 30-year U.S. Treasury Bond is 3.1 1 percent, which suggests That Mr. Bourassa 

has overstated the risk-free rate in his CAPM analyses by 129 basis points. 

As noted on page 3 of his testimony, Mr. Bourassa arrives at his 11.0 percent cost of 

equity for USL by giving, in part, implicit consideration to “financial risks associated 

with the Company’s pro forma capital structure.” Is there any evidence that (a) the 

Company has proposed a pro forma capital structure in this docket or (b) USL has 

exposure to financial risk? 

No. As noted earlier (See Cassidy Direct, p. 8, lines 3 4 ,  the Company has proposed its actual 

consolidated capital structure as of the test year ending December 31,2012, consisting of 0.0 

percent debt and 100.0 percent equity. As further noted (See Cassidy Direct, p. 12, lines 21- 

23), financial risk relates to the fluctuation in earnings which takes place when a firm employs 

fixed cost debt to financing. As indicated, USL’s actual capital structure contains no debt 

financing; therefore, the Company has no exposure to financial risk. 

28 As of August 21,2014. 
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Q. 

A. 

Q. 

A. 

Absent exposure to financial risk, is it appropriate for Mr. Bourassa to give 

consideration (explicit or implicit) to ‘financial risk’ as a factor when estimating 

USL’s cost of equity? 

No, it is not. 

As noted, in arriving at his recommended 11.0 percent cost of equity for USL, Mr. 

Bourassa makes implicit upward adjustments to his 10.1 percent midpoint cost of 

equity estimate for small size and increased exposure to business risk resulting from 

small size. How does Staff respond? 

While Staff would agree with the general proposition that smaller companies are riskier than 

larger companies, empirical research has demonstrated that a small company risk premium 

adjustment to the cost of equity is unwarranted for regulated uulities. Anme Wong, of 

Western Connecticut State University, conducted a study on utility stocks to determine if the 

so-called size effect exists in the utility industry, and she writes as follows: 

The fact that the two samples show different, though weak, results indicates 
that utility and industrial stocks do not share the same characteristics. First, 
given firm size, utility stocks are consistently less risky than industrial stocks. 
Second, industrial betas tend to decrease with firm size but utility betas do 
not. These findings may be attributed to the fact that all public utilities 
operate in an environment with regional monopolistic power and regulated 
financial structure. As a result, the business and financial risks are very 
similar among the utilities regardless of their size. Therefore, utility betas 
would not necessarily be expected to be related to firm size, 

The object of this study is to examine if the size effect exists in the utility 
industry. After controlling for equity values, there is some weak evidence 
that firm size is a missing factor from the CAPM for the industrial but not 
for the udlity stocks. This implies that althougb the sixephenomenon has been strong$ 
doczlmentedjir industrials, theflndings sugest that there is no need to adjzlstfor t h e j m  
size in utili9 regalations. [emphasis added] .29 

~ ~~ 

29 Annie Wong, “Utility Stock and the Size Effect: An Empirical Analysis,” JournaLofthe Midwest Finance Association, (1993), 
p.98. 
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To underscore this point, Paschall and H a w h s  write as follows: 

A size premium does not automatically apply in every case. Each privately 
held company should be analyzed to determine if a size premium is 
appropriate in its particular case. There can be unusual circumstances where 
a small company has risk characteristics that make it far less risky than the 
average company, warranting the use of a very low equity risk premium. One 
possible example of this is a private water utility (monopoly situation, very 
low risk, near-guarantee of  payment^).^' 

Q. 

A. 

X. 

Q. 
A. 

Has the Commission previously ruled on the issue of firm size and whether it 

warrants a risk premium adjustment to the cost of equity? 

Yes.  The Commission previously ruled in Decision No. 6428231 for Arizona Water that firm 

size does not warrant recognition of a risk premium stating, ‘We do not agree with the 

Company’s proposal to assign a risk premium to Arizona Mater based on its size relative to 

other publicly traded water utilities.. ..’, The Commission confirmed its previous ruling in 

Decision No. 6472732 for Black Mountain Gas agreeing with Staff that “the ‘firm size 

phenomenon’ does not exist for regulated utilities, and that therefore there is no need to 

adjust for risk for small firm size in utility regulation.” All companies have firrn-specific risks; 

therefore, the existence of unique risks for a company does not lead to the conclusion that its 

total risk is greater than other entities. Moreover, as previously discussed, investors cannot 

expect compensation for firm-specific risk since it can be eliminated through &versification. 

CONCLUSION 

Please summarize Staffs recommendations. 

Staff recommends that the Commission adopt a 9.6 percent overall rate of return (“ROR”) 

for the Company based on a capital structure composed of 0.0 percent debt and 100.0 

M Michael A. Paschall and George B. Hawkins, “DO Smaller Companies Warrant a Higher Discount Rate for Risk?: The 
‘Size Effect’ Debate,” CCHBusiness Vuluation Alert, Vol. 1, Issue No. 2, December 1999. 
31 Dated December 28,2001. 
32 Dated April 17,2002. 
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percent equity, Staffs 9.0 percent average DCF cost of equity estimate, and Staffs 60 basis 

point (0.60 percent) upward economic assessment adjustment. 

Q. 
A. 

Does this conclude your direct testimony? 

Yes, it does. 
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Utility Source, LLC Cost of Capital Calculation 
Average Capital Structure of Sample Water Utilities 

Schedule JAC-4 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Common 
- Debt Equity Total 

40.8% 59.2% 100.0% 
47.2% 52.8% 100.0% 
52.0% 48.0% 100.0% 
50.8% 49.2% 100.0% 
45.9% 54.1% 100.0% 
54.7% 45.3% 100.0% 
44.2% 55.8% 100.0% 

Average Sample Water Utilities 47.9% 52.1% 100.0% 

Utility Source, LLC - Actual Capital Structure 0.0% 100.0% 100.0~/0 

Source: 
Sample Water Companies from Value Line 
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Utility Source, LLC Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Utilities 

Schedule JAC-5 

[BI [CI [Dl El 

Dividends Dividends Earnings Earnings 
Per Share Per Share Per Share Per Share 

2003 to 201 3 Projected 2003 to 201 3 Projected 
Cornpan - DPS’ DPS’ EPS’ - EPS’ 

American States Water 5.6% 7.7% 15.2% 3.9% 
California Water 1.3% 8.0% 4.9% 8.9% 
Aqua America 7.6% 9.0% 9.7% 6.0% 
Connecticut Water 1.7% 3.4% 3.7% 3.3% 

1.5% 2.0% 5.4% 3.1% Middlesex Water 
SJW Corp 4.1% 5.2% 2.1% 8.7% 

4.1 % 6.0% - 4.8% 8.0% York Water - 

r: 
Average Sample Water Utilities 3.7% 5.9% 6.5% 6.0% 

1 Value Line 
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Utility Source, LLC Cost of Capital Calculation 
Sustainable Growth 

Sample Water Utilities 

Company 

Retention Retention Stock Sustainable Sustainable 
Growth Growth Financing Growth Growth 

- br - br - vs br+vs br + vs 
2003 to 201 3 Projected Growth 2003 to 2013 Projected 

American States Water 4.1% 5.6% 1.7% 5.8% 7.3% 
California Water 2.6% 3.8% 3.1 yo 5.7% 6.9% 
Aqua America 4.2% 6.0% 1.8% 5.9% 7.8% 
Connecticut Water 2.1 Yo 3.5% 3.5% 5.5% 7.0% 
Middlesex Water 1.3% 2.8% 2.8% 4.1 % 5.6% 
SJW Corp 3.2% 3.6% 0.8% 4.1% 4.5% 
York Water 2.2% 4.0% 4.5% 6.6% 8.5% 

Average Sample Water Utilities 2.8% 4.2% 2.6% 5.4% 6.8% 

[B]: Value Line 
[C]: Value Line 
[D]: Value Line, MSN Money, and Form 10-Ks filed with the Securities and Exchange Commission (http://www.sec.govl) 

[El: [Bl+IDl 
[FI: [Cl+PI 

http://www.sec.govl
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Utility Source, LLC Cost of Capital Calculation 
Selected Financial Data of Sample Water Utilities 

Schedule JAC-7 

r 

Company 
American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Symbol 
AWR 
CWT 
WTR 

CTWS 
MSEX 
SJW 

YORW 

Spot Price 
81271201 4 

32.26 
24.22 
24.73 
33.41 
20.48 
27.04 
20.20 

Value Line Raw 
Mkt To Beta Beta 

Bookvalue Book e &raw 
12.73 2.5 0.70 0.52 
12.27 2.0 0.70 0.52 
8.56 2.9 0.70 0.52 

16.42 2.0 0.65 0.45 
12.08 1.7 0.70 0.52 
15.63 1.7 0.80 0.67 
8.28 - 2.4 0.75 - 0.60 - 

Average 2.2 0.71 0.54 

I 

IC]: Msn Money 

[o]: Value Line 

19: [ C l l P l  
IF]: Value Line 

[GI: (-0.35 + [F]) I0.67 
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Schedule JAC-8 

Utility Source, LLC Cost of Capital Calculation 
Calculation of Expected infinite Annual Growth in Dividends 

Sample Water Utilities 

Description 9 

DPS Growth - Historical' 3.7% 
DPS Growth - Projected' 5.9% 

Sustainable Growth - Historical2 5.4% 
Sustainable Growth - Proiected2 6.8% 

EPS Growth - Historical' 6.5% 
EPS Growth - Projected' 6.0% 

Average 5.7% 

1 Schedule JAC-5 

2 Schedule JAC-6 
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[AI 

Current Mkt. Projected Dividends' (Stage 1 growth) Stage 2 growth3 
Price (Po)' @ t l  ls*l 

Company d4 

American States Water 
California Water 
Aqua America 

Middlesex Water 
SJW C o p  

d3 dl  d2 

0.86 
0.66 0.70 0.74 0.78 
0.64 0.68 0.72 0.76 
1.05 1.11 Connecticut Water 33.4 6.5% 0.77 0.81 0.86 0.91 

0.76 

a12712014 
0.91 0.96 1.01 6.5% 

6.5% 
6.5% 

1.17 1.24 6.5% 

32.3 
24.2 
24.7 

20.5 
27.0 0.80 0.85 0.90 6.5% 

0.61 0.65 0.68 6.5% 

Utility Source, LLC Cost of Capital Calculation 
Multi-Stage DCF Estimates 

Sample Water Utilities 

Estimate Equity Cost ( K r  

9.1% 
9.1% 
9.0% 

10.1% 

9.3% 

9.5% 

9.2% 

Schedule JAC-9 

Where : Po = current stockprice 

0, 
K = cost of equity 
n 
D, = dividend expected in yearn 

g, = constant rate of growth expected after yearn 

= dividends expected during stage 1 

= years of non -constant grouth 
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EXECUTIVE SUMMARY 
UTILITY SOURCE, LLC 

DOCKET NO. WS-04235A-13-0331 

The surrebuttal testimony of Staff witness John A. Cassidy addresses the following issues: 

CaDital Structure - Staff recommends that the Commission adopt a capital structure for Utility 
Source, LLC (“Company”) for t h s  proceedmg consisting of 0.0 percent debt and 100.0 percent 
equity. 

Cost of Equity - Staff recommends that the Commission adopt a 9.8 percent cost of equity for the 
Company. Staffs estimated cost of equity for the Company is based on the 9.2 percent average of 
its discounted cash flow method (“DCF”) cost of equity methodology estimates for the sample 
companies of 8.8 percent for the constant-growth DCF model and 9.5 percent for the multi-stage 
DCF model. Staffs recommended cost of equity includes an upward economic assessment 
adjustment of 60 basis points (0.6 percent). 

Cost of Debt - Staff recommends that the Commission adopt a 0.0 percent cost of debt for the 
Company. 

Overall Rate of Return - Staff recommends that the Commission adopt a 9.8 percent overall rate of 
return. 

Mr. Bourassa’s Testimony - The Commission should reject the Company’s proposed 11.0 percent 
return on equity (“ROE”) for the following reasons: 

Mr. Bourassa’s primary Future Growth DCF estimates rely exclusively on analysts’ forecasts of 
earnings per share growth. Effectively, Mr. Bourassa’s overall DCF estimate is weighted 75 percent 
by his Future Growth DCF estimates. Mr. Bourassa’s capital asset pricing model (“CAPM’) 
estimates are overstated due to the use of a forecasted risk-free rate. The current market risk 
premium in Mr. Bourassa’s current market risk premium (“MRP”) CAPM model is not reflective of 
current market conditions, and thus serves to overstate his CAPM cost of equity estimate. Mr. 
Bourassa’s proposed cost of equity has been inflated by an implicit upward adjustment for financial 
risk and small company risk premium. 
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I. 

Q- 
A. 

Q- 
A. 

Q- 
A. 

Q. 
A. 

11. 

Q- 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commi~sion’~) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same John A. Cassidy who filed direct testimony in this case? 

Yes, I am. 

What is the purpose of your surrebuttal testimony in this rate proceeding? 

The purpose of my surrebuttal testimony is to update Staffs cost of capital analysis, and to 

respond to the cost of capital rebuttal testimony of UtAty Source, LLC (“USL.,” or 

“Company”) witness, Mr. Thomas J. Bourassa (“Mr. Bourassa’s Rebuttal”). 

Please explain how Staffs surrebuttal testimony is organized. 

Staffs surrebuttal testimony is presented in three sections. Section I is this introduction. 

Section I1 presents Staffs comments on the rebuttal testimony of the Company’s cost of 

capital witness, Mr. Bourassa. Lastly, Section I11 presents Staffs recommendations. 

STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MR. 

THOMAS J. BOURASSA 

Please summarize the capital structure, cost of equity, and overall rate of return 

proposed in Mr. Bourassa’s rebuttal. 

Mr. Bourassa continues to propose a capital structure for the Company consisting of 0.00 

percent debt and 100.00 percent equity and an 11 .OO percent cost of equity, resulting in an 

overall rate of return (“ROR”) for USL of 11 .OO percent. 
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Q- 

A. 

In Rebuttal, Mr. Bourassa asserts that when the market value of a firm’s assets 

exceeds their book value, reliance on the discounted cash flow method (“DCF”) 

model tends to understate the investors’ required return. In an effort to demonstrate 

this, he presents an example (see Bourassa Rebuttal, p. 10) to show that when 

applied to Staffs sample average book value per share, Staffs average 9.0 percent 

DCF estimated cost of equity understates the market-based rate of return. How does 

Staff respond? 

First, as shown in Surrebuttal Schedule JAC-3, Staffs updated DCF estimated cost of equity 

for USL is now 9.2 percent, a figure whch  exceeds by 20 basis points Mr. Bourassa’s own 

updated 9.0 percent average DCF estimate.’ Second, the example presented by Mr. 

Bourassa is overly simplistic and misleadmg, as hs calculations of “average” market price 

and “average” book value per share of Staffs sample companies fail to give recopt ion to 

differences in market float and total capitalization between the sample companies. For 

instance, among Staffs sample group of companies Aqua America has the hghest float 

(177,060,756 common shares outstanding) and market capitalization ($4,160,927,766), whde 

Connecticut Water has the smallest float (1 1,080,435 common shares outstandmg) and York 

Water the lowest market capitalization (5256,684,676).* The calculations presented in Mr. 

Bourassa’s example are not reflective of a “weighted average” price per share, and thus 

should be disregarded. Thrd,  and most importantly, as dscussed in Staffs direct testimony3 

Staffs constant growth DCF model includes a stock financing growth (VI) term, giving 

recopt ion to the circumstance where a sample company’s market-to-book ratio exceeds 

1 .O. As shown in Surrebuttal Schedule JAC-6, Staffs updated sample average VJ term is 2.5 

percent, and is a component of both Staffs hstorical- and projected sustainable dividend 

growth estimates. Furthermore, as shown in Surrebuttal Schedule JAC-8, Staffs 6.7 percent 

’ Bourassa Rebuttal Schedules D-4.8 and D-4.1. 
2 Common shares outstanding as per V u h e  Line (July 18,201 4); market capitalization figures are based upon Staffs 
updated spot prices, as shown in Surrebuttal Schedule JAC-7. 
3 Cassidy Direct, pp. 13-23. 
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projected sustainable growth estimate is the highest among the six measures used to estimate 

dividend growth in Staffs constant growth DCF model. 

Q. 

A. 

Q. 

A. 

Does the inclusion of a stock financing growth (vs) term in Staffs constant growth 

DCF model render moot the market-to-book ratio raised by Mr. Bourassa in 

Rebuttal? 

Yes, as inclusion of the DJ term in Staffs constant growth DCF model assumes the average 

market-to-book ratio for Staffs sample group of companies is expected to remain above 1 .O. 

In Rebuttal, Mr. Bourassa presents a schedule of actual and projected returns on 

equity for Staffs sample group of publicly-traded companies, as reported by Value 

Line, and a table of authorized returns for these same sample companies as reported 

by AUS Utility Reports (see Bourassa Rebuttal, pp. 5 4 ,  concluding that they are 

“much higher” than the returns produced by Staffs models “before any 

consideration of financial or other risks.” T o  what extent does USL have exposure to 

financial risk? 

As noted in Staffs Direct: USL has no exposure to financial risk, as its capital structure is 

comprised of 100.0 percent common equity. As dlscussed in Staffs Direct: financial risk 

relates to the fluctuation in earnings inherent in the use of fixed cost debt financing, with 

exposure to financial risk being a matter of degree: the higher (lower) the percentage of debt 

in the capital structure, the greater (lesser) the exposure. 

4 Cassidy Direct, p. 13, lines 10-11. 
5 Cassidp Direct, p. 12, lines 20-23. 
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Q. 
A. 

Q- 

A. 

Q. 

A. 

Does financial risk affect a firm’s cost of equity? 

Yes.‘ Financial risk is a component of market risk and investors require compensation for 

market risk. However, as noted in Staffs Direct; market risk does not impact each security 

to the same degree. Thus, the degree to which a firm has exposure to financial risk affects its 

cost of equity. 

Do the seven publicly-traded companies in Staffs proxy group have greater exposure 

to financial risk than USL? 

Yes. As shown in Surrebuttal Schedule JAC-4, the sample average capital structure for Staffs 

proxy group of water utilities is comprised of approximately 47.9 percent debt and 52.1 

percent common equity. Therefore, Staffs sample group of companies has sipficantly 

greater exposure to financial risk than does USL, and on a risk-adjusted basis one would 

logically expect the cost of equity for Staffs sample group of companies to be higher than the 

cost of equity for USL. 

Did Staff make a downward adjustment to its recommended cost of equity for USL to 

give recognition to the Company’s lack of exposure to financial risk? 

For the reasons noted in Staff Direct: no downward financial risk adjustment was made to 

Staffs recommended cost of equity for USL. 

~~ 

6 Cassidy Direct, p. 13, lines 1-2. 
7 Cassidy Direct, p. 11, line 17. 
8 Cassidy Direct, p.27, lines 9-25. 
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Q- 

A. 

Q. 

A. 

Q. 

A. 

Does Staff agree with Mr. Bourassa’s assertion that no explanation was provided for 

not incorporating cost of equity estimates derived from the capital asset pricing 

model (“CAPM”) into its analy~is?~ 

No. As noted in direct testimony,” Staff ceased reliance on the CAPM due to a “continuing 

&vergence of the CAPM-indicated cost of equity results relative to those derived by the DCF 

model;” a circumstance resulting, in part, from the United States Federal Reserve’s (“The 

Fed”) accommodative monetary policy intended to keep interest rates low, and in part by 

strength in the equity markets where investors continue to seek out higher yields/returns on 

investment. 

Has the “continuing divergence” alluded to above between cost of equity estimates 

derived from Staffs CAPM and DCF models persisted? 

Yes.” 

Does Mr. Bourassa employ the me CAPM cost of equity methodology in rebuttal 

testimony as he did when filng direct testimony? 

No. As noted in h s  Rebuttal7l2 Mr. Bourassa has changed the methodology used to compute 

the current market risk premium (“MRP”) component in hs current MRP CAPM model. 

When filing direct testimony, Mr. Bourassa utihzed Value Line’s median 3-5 year projected 

market price appreciation estimate to compute the current MRP component. For purposes 

of hs rebuttal testimony, however, he has utilized Value Line’s median 3-5 year projected 

9 Bourassa Rebuttal, p. 7, lines 16-17. 
‘0 Cassidy Direct, pp. 3-4,15:14. 

Historically, Staffs cost of equity methodology involved obtaining estimates from two DCF models and two CAPM 
models. Staff would calculate an average DCF estimate and an average CAPM estimate, with Staffs overall estimated 
cost of equity computed as the average (i.e., 50 percent weight) of the DCF and CAPM results. As shown in Surrebuttal 
Schedule JAC-3, Staffs average DCF cost of equity estimate is 9.2 percent. Staff continues to obtain estimates for the 
cost of equity from its two CAPM models, and when updating its analysis for purposes of this Surrebuttal, Staff obtained 
an average CAPM cost of equity estimate of 8.1 percent, a figure 110 basis points lower than Staffs 9.2 percent DCF 
estimate. 
12 Bourassa Rebuttal, p. 2, Lines 13-19. 
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earnings per share (“EPS”) growth estimates and medtan 3-5 year projected dvidend per 

share (“DPS”) growth estimates to compute the current M U  component in his current MRP 

CAPM. Mr. Bourassa states that “[u’jsing these inputs is consistent with the methodology 

recommended by Dr. Morin for computing the . .  current MRP,” and provides the citation to 

the source document from whch he obtains his new meth~dology.’~ 

Q- 

A. 

Q. 

A. 

To Staffs knowledge, has Mr. Bourassa previously employed this new current MRP 

CAPM methodology when testifymg before the Arizona Corporation Commission? 

No. 

Does Mr. Bourassa state why he elected to alter his current MRP CAPM methodology 

at this juncture (i.e., for purposes of filing rebuttal testimony), rather than having 

done so when filing direct testimony in this docket? 

Mr. Bourassa’s Rebuttal is silent as to that specific point. However, he justifies altering his 

current MRP CAPM methodology on grounds that 

“Using EPS and DPS inputs is more consistent with the DCF method used 
to estimate the current MRP. Just as important, I have found that using EPS 
growth and DPS growth inputs in the MRP estimation approach is less 
volaule than using the 3-5 year price appreciation which I noted in my direct 
was a concern of its use.’714 

Thus, whlle it appears he may have had concerns about the continued use of his tradtional 

current MRP CAPM methodology when filing dtrect testimony in t h s  docket, Nlr. Bourassa 

&d not act on those concerns and change his methodology at that time. 

~~ ~~ 

13 Morin, Roger A,, New Regzrlatory Finance (Public Utility Reports: 2006), pp. 165-166. 
l 4  Bourassa Rebuttal, p. 2, lines 19-23. 
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Q. 

A. 

Q- 

A. 

Does Staff believe that EPS and DPS growth inputs are superior to use of a 3-5 year 

price appreciation potential estimate for purposes of calculating the MRP component 

in the current MRP CAPM model? 

No. The CAPM is a single holding period model,” and as such a 3-5 year stock price 

appreciation projection makes for a particularly appropriate parameter by which the MRP 

component can be measured for use in the current MRP CAPM. In contrast, the DCF model 

estimates the cost of equity by discounting anticipated future cash flows (i.e., dividend 

distributions) into infinity, which is why measures of DPS and EPS growth are appropriate as 

inputs in the DCF model. Conceptually, the MRP component of the current MRP CAPM 

should be reflective of carrent market conditions, and with the equity markets having recently 

acheved new all-time hghs,I6 V a b e  Line’s mechan price appreciation potential estimate for 

the market has fallen since the fhng of E. Bourassa’s drect testimony. Thus, M.r. Bourassa’s 

election to modify hs current MRP CAPM methodology at this time appears to be self- 

serving, as cost of equity estimates derived from a current MRP CAPM utilizing EPS and 

DPS growth inputs to calculate the MRP component are not reflective of current market 

condtions, and serve to overstate the cost of equity. 

When filing direct testimony in this docket, did Staff point out that the initial 8.61 

percent MRP in Mr. Bourassa’s current MRP CAPM was not reflective of current 

market conditions? 

yes.” 

15 The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securities market; 3) 
no transaction costs; 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free rate; and 6) 
homogeneous expectations. 
16 Cassidy Direct, p.4, footnote 4. It should be noted that since the filing of Staffs Direct, both the Dow Jones Industrial 
Average (“DJLA’’) and the Standard S&P 500 Index (“S&P 500”) have reached new all-time intra-day and closing highs. 
On September 19,2014, the DJLA reached intra-day and closing highs of 17,350.64 and 17,279.74, respectively; the S&P 
500 reached an all-time closing high of 2,011.36 on September 18,2014, and an all-time intra-day high of 2,019.26 on 
September 19,2014. 
17 Cassidy Direct, p.36, lines 4-20. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

When filing testimony in other dockets, has Staff found it necessary to likewise point 

this out when responding to cost of capital testimony filed by Mr. Bourassa? 

Yes.’8 

What is Mr. Bourassa’s updated estimate of the MRP component in his current MRP 

CAPM model? 

As shown in Bourassa Rebuttal Schedule D-4.11, Mr. Bourassa’s updated current MRP is 8.33 

percent. As noted, this figure is computed utilizing Vulue Line2 median 3-5 year projected 

EPS and DPS growth estimates, measured over the recent 3-month period, June-August, 

2014. In contrast, as shown in Bourassa Schedule D-4.11, Mr. Bourassa’s original 8.61 

percent current MRP was based upon Value Line’s medan 3-5 year projected market price 

appreciation potential estimate, measured over the 6-month period, February-July, 201 3. 

Thus, over the 19-month period (i.e., February 2013-August 2014) during whch he measures 

his current MXP, Mr. Bourassa’s recommended current MRP fell by 28 basis points (.0861 - 

.0833 = .0028). 

As a broad measure of the strength of the U.S. equity markets, how did the S&P 500 

Index perform over the 19-month period, February 2013-August 2014’ 

The broader U.S. equl:ty markets performed very well over the 19-month period, February 

2013-August 2014, as evidenced by the S&P 500 Index rising from a level of 1,498.11 to a 

level of 2,003.37, an increase of 505.26 points, or 33.73 percent ((2,003.37- 

1,498.1 1)/1,498.1 l).” 

18 See Cassidy Direct (Docket No. W-01944A-13-0215), pp. 40-41, Lines 82; and Cassidy Direct pocke t  No. SW-03437A- 
13-0292), pp. 38-39, lines 179. 
19 httn:/ i f i n a n c c . \ ; a h o o . c c ) m / u i h ? ~ s = ‘ ~ ~ ~ j ~ ~ S P C - r i c ~ s  
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Q. 

A. 

Q. 

A. 

Q. 

A. 

How did the S&P 500 Index perform during the 13-month interim between the end of 

Mr. Bourassa's first measurement period and the end of his second measurement 

period (i.e., J d y  2013-August 2014)? 

Over t h s  13-month period, the S&P 500 Index rose from a level of 1,685.73 to 2,003.37, an 

increase of 317.64 points, or 18.84 percent ((2,003.37-1,685.73)/1,685.73). Thus, the lion's 

share of the 33.73 percent stock price appreciation noted above came during the period 

following the computation of Mr. Bourassa's initial 8.61 percent current MRP. 

In light of the above, is the 8.33 percent current MRP recommended by Mr. Bourassa 

in Rebuttal reflective of current market conditions? 

No, it is not. 

As noted earlier, Mr. Bourassa asserts that the inputs used in his new current MRP 

CAPM methodology are consistent with those used by Dr. Morin. Did Staff review 

the source materials cited in Rebuttal as support for Mr. Bourassa's new current MRP 

CAPM methodology? 

Yes, Staff has reviewed the book cited by Mr. Bourassa as support for use of Value Line i  3-5 

year mecban EPS and DPS growth projections to compute the MRP component of the 

current MRP CAPM." 

2o Morin, Roger A,, New Regulatory Finance (Public U a t y  Reports: 2006), pp. 165-1 66. 
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Q. 

A. 

After reviewing the case study appearing on pages 165-166 of Dr. Morin’s book, did 

Staff identify inconsistencies between the inputs in the current MRP CAPM 

methodology as described by Dr. Morin, and that as applied by Mr. Bourassa in 

rebuttal testimony? 

Yes, Staff noticed several inconsistencies between the inputs described by Dr. Morin, and 

those used by Mr. Bourassa. First, as described by Dr. Morin, the expected market return (k) 

value is calculated as the sum of “[tlhe average @pot dividendyida‘ (Le., D,/P,) ... added to the 

average dividends and earnings growth forecasts” (emphasis added) .” However, as shown in 

Rebuttal Schedule D-4.11, rather than addmg the average spot (D,/Po) drvidend yeld to h s  

median 3-5 year projected EPS and DPS growth @ rate, Mr. Bourassa instead elects to use 

the expected dlvidend yield (Dl/Po) in h s  calculation. As shown in Rebuttal Schedule D- 

4.11, t h s  inconsistency in methodology serves to overstate the current MRP component in 

Mi-. Bourassa’s current MRP CAPM. 

Second, and more sipficantly, Dr. Morin recommends exclusive use of the current spot 30- 

year U.S. Treasury yleld as the risk-free (RJ rate in the current MRP CAPM methodology 

described, whereas Mr. Bourassa conveniently uses two dfferent measures of the risk-free 

(RJ rate in his current MRP CAPM methodology. Specifically, as shown in Rebuttal Schedule 

D-4.11, Mr. Bourassa uses a 3-month average measure of the 30-year U.S Treasury yield (3.32 

percent) for purposes of computing the MRP component in his current MRP CAPM model, 

but as shown in Rebuttal Schedule D-4.12, uses a forecasted risk-free rate (4.30 percent) in 

the calculation of his 10.3 percent current MRP CAPM estimated cost of equity. Had Mr. 

Bourassa applied his newly adopted current MRP CAPM methodology in a manner 

consistent with that appearing in Dr. Morin’s book, his current MRP CAPM estimated cost 
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of equity would have been 9.32 percent, a figure 98 basis points lower rather than the 10.3 

percent cost rate shown in Rebuttal Schedule D-4.12.22 

Q- 

A. 

Q- 

A. 

As evidenced by a review of his Rebuttal, Mr. Bourassa thinks highly of Dr. Morin, 

citing him at various times in his te~timony.’~ When reviewing Dr. Morin’s book, did 

Staff determine that Mr. Bourassa’s use of a forecasted risk-free in his historical MRP 

CAPM model similarly conflicted with the CAPM niethodology advocated by Dr. 

Morin? 

Yes. In regard to the appropriate risk-free rate to be used in the CAPM, Dr. Morin writes as 

follows: 

“At the conceptual level, because common stock is a long-term 
investment and because the cash flows to investors in the form of 
dividends last indefinitely, the yield on very long-term government 
bonds, namely, the yield on 30-year Treasury bonds, is the best 
measure of the risk-free rate for use in the CAPM and ask-Premium 
 method^."'^ 

In light of the above, does this suggest that Mr. Bourassa’s 9.1 percent historical MRP 

CAPM estimated cost of equity shown in Rebuttal Schedule D-4.12 has similarly been 

overstated? 

Yes, as he uses the same 4.30 percent forecasted risk-free rate in his hlstorical MRP CAPM as 

he does in h s  current MRP CAPM. 

22 Calculated as the difference between Mr. Bourassa’s 4.30 percent forecasted risk-free rate and the 3.32 percent 3- 
month average 30-year U.S Treasury yield used in the calculation of his current MRP: ,0430 - ,0332 = ,0098. 
23 Bourassa Rebuttal, pp. 7-9, and p. 12. 

Morin, Roger A,, New Regulatory Finance (Public Utility Reports: 2006), p. 151. 24 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12  

13 

14 

1: 

le 

1; 

1t 

15 

2( 

21 

2: 

2: 

2 L  

2: 

Surrebuttal Testimony of John A Cassidy 
Docket No. W-04235A-13-0331 
Page 12 

Q. 

A. 

Q- 

A. 

Has Staff prepared a restatement of Bourassa Rebuttal Schedules D-4.11 and D-4.12 to 

demonstrate what his CAPM cost of equity estimates would have been had he 

consistently applied the CAPM methodology described by Dr. Morin? 

Yes, Staff has prepared such a restatement. As shown in Surrebuttal Exhbit JAC-A, Staff 

first makes a restatement to Rebuttal Schedule D-4.11, correcting for the overstatement to 

Mr. Bourassa’s current MRP resulting from the use of an expected (D1/Po) dividend yield 

rather than an average spot (Do/Po) dividend yield. As shown, the Staff corrected current 

MRP is 8.13 percent. Staff then restates Rebuttal Schedule D-4.12, utiltzing the Staff 

corrected 8.13 percent current MRP value in the current MRP CAPM, and applying Mr. 

Bourassa’s 3.32 percent 3-month average 30-year US Treasury yield as a proxy for the risk- 

free (RJ rate in both the hstorical- and current M W  CAPM models. As shown, utilizing the 

inputs consistent with Dr. Morin’s CAPM methodology, Mr. Bourassa’s hstorical MRP 

CAPM estimated cost of equity would fall from 9.1 percent to 8.14 percent, and his current 

MRP CAPM estimated cost of equity would fall from 10.3 percent to 9.18 percent. Overall, 

Mr. Bourassa’s average and median CAPM cost of equity estimates fall to a level of 8.66 

percent, 104 basis points lower than the 9.7 percent average and me lan  CAPM estimates 

shown in Bourassa Rebuttal Schedule D-4.12. 

Having restated the MRP component of Mr. Bourassa’s current MRP CAPM utilizing 

the inputs and methodology as described by Dr. Morin, does Staff believe its 8.13 

percent restatement of Mr. Bourassa’s current MRP to be reflective of current market 

conditions? 

No. For the reasons dtscussed earlier, Staff believes that use of Value Line’s m e l a n  3-5 year 

price appreciation potential estimate is the appropriate means by which the current market 

risk premium can be measured for use in the current MRP CAPM. The above dscussion of 
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Dr. Morin’s current MRP CAPM methodology is intended to demonstrate only that Mr. 

Bourassa’s application of that methodology is inconsistent with that described by Dr. Morin. 

Q- 

A. 

Q- 

A. 

Q- 

A. 

In Rebuttal, Mr. Bourassa asserts that Staffs reliance on a study performed by Annie 

Wongv regarding firm size is unwarranted. Furthermore, he states that when 

testifying in the Rio Rico Utilities rate case,26 Mr. Cassidy testified that he had not 

previously read Ms. Wong‘s actual paper, How does Staff Respond? 

When filing testimony in the Rio Rtco case, it is true that I had not previously read Ms. 

Wong’s published paper. However, I had previously read an abstract of the paper detailing 

the findings of her study, and acknowledged having done so when testifying at hea&g. 

Mr. Cassidy, following the hearing in the Rio Rico case in which you testified, did you 

have the opportunity to read Ms. Wong’s published paper? 

Yes. 

And having done so, are you in agreement with the conclusions she draws which you 

cite to in your direct testimony?” 

Yes. 

25 Wong, Annie, ‘‘Utility Stock and the Size Effect: An Empirical Analysis,” Journal of the Midwest Finance Association, 

26 Docket No. WS-02676A-12-0196. 
27 Cassidy Direct, p. 38, lines 15-31. 

(1993), pp. 95-101. 
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Q- 

A. 

Q. 

A. 

Q- 

A. 

To support his assertion that Staffs reliance on Ms. Wong’s research findings is 

unjustified, Mr. Bourassa points to a study conducted by Dr. Thomas M. Zepp,” 

claiming that his research refutes Ms. Wong’s findings, and concludes that her “weak 

results were due to a 5awed analysis.”29 Mr. Cassidy, are you familiar with Dr. Zepp’s 

research? 

I know of it, as Dr. Zepp included the research paper to which Mr. Bourassa makes reference 

as an exhibit to his pre-filed direct testimony in a prior Arizona Water Company (“AWC”) 

rate case3’ in whlch I testified. As Staffs cost of capital witness in the case, I read the paper 

and familiarized myself with hls conclusions. 

Having read Dr. Zepp’s published research findings, Mr. Cassidy, do you agree with 

Dr. Zepp’s conclusions that there is a small firm effect in the utility sector? 

No. 

As the cost of capital witne ; advocating on behalf of AWC in that rate docket, did Dr. 

Zepp propose that a small company risk premium adjustment be made to the cost of 

equity for AWC? 

Yes, Dr. Zepp’s proposed 12.5 percent cost of equity in that case included a 90 basis point 

upward risk premium adjustment. 

28 Zepp, Thomas M. “Utility Stocks and the Size Effect - Revisited,” TbeQuarterb Review $Economics andFinance, Voi. 43, 
Issue 3, Autumn 2003, 578-582. 
29 Bourassa Rebuttal, p. 20, lines 13-14. 
30 Docket No. W-01445A-11-0310. The paper was included in Dr. Zepp’s pre-fded direct testimony as Exhibit TIL4Z-3. 
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Q- 

A. 

Q. 

A. 

Q. 

A. 

To your knowledge, in the numerous times Dr. Zepp has testified as a cost of capital 

witness before the Commission, has his recommended cost of equity-inclusive of a 

small company risk premium-ever been approved of by the Commission? 

No. When asked under cross examination by Staff Counsel the question, “So in the time that 

you have testified here, the number of times that you’ve testified here at the Commission, has 

your recommendation ever been adopted?,” Dr. Zepp responded, 

In  light of the above, does Staff believe there is reason to give credence to Mr. 

Bourassa’s assertion that Dr. Zepp’s research findings justify the inclusion of a small 

size risk premium adjustment to the cost of equity for USL in the instant docket? 

No. 

Does Staff agree with Mr. Bourassa’s assertion that USL has “nearly 9 times more 

business risk than the publicly traded water utilitie~?”~‘ 

No. As noted in Staffs direct testimony,33 business risk relates to the fluctuations inherent in 

a firm’s operations and environment, with companies in the same line of business ten lng  to 

experience the same fluctuations in business cycles. Accordmgly, as a regulated public water 

uuhty one would expect USL‘s exposure to business risk to be essentially the same as that of 

regulated, publicly-traded water utiLties. 

31 Transcript from May 21,2012 hearing @. 920, lines 22-25), in Docket No. W-01445A-11-0310). 
32 Bourassa Rebuttal, p.7, lines 3-4. 
33 Cassidy Direct, p. 12, lines 15-18. 
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Q- 

A. 

Q- 

A. 

111. 

Q- 

A. 

Does Staff agree with Mr. Bourassa’s assertion that USL has “much higher operating 

leverage” than publicly traded water utilities?34 

No. Operating leverage is a measure o f  the level of fixed costs faced by a firm relative to 

variable costs, with firms having a higher proportion of fixed costs using more operating 

leverage than those having a hgher proportion of variable costs. As a regulated public utility, 

USES operating leverage should not be expected to deviate sipficantly from that of the 

regulated publicly-traded water utilities. 

Did Staff review the annual reports filed by USL with the Commission to determine if 

they might indicate the degree to which USL has a high level of operating leverage? 

Yes, Staff reviewed USL‘s annual reports filed with the Commission for the 10-year period, 

2004-2013. Although the information contained in the annual reports &d not allow for an 

analysis of operating leverage, per se, as shown in Surrebuttal Exhbit JAC-B, USL has 

consistently reported operating losses for both its water and wastewater To the 

extent that the Company’s annual reports are reflective of its actual operating performance 

over t h s  10-year period of time, USL should consider fhng for rate relief on a more regular 

basis. 

STAFF RECOMMENDATIONS 

Based on Staffs review of Mr. Bourassa’s rebuttal testimony and its updated cost of 

capital analysis, what are Staffs recommendations for the Company? 

Staff recommends the following for USL‘s cost of capital: 

1. A capital structure of 0.00 percent debt and 100.0 percent common equity. 

34 Bourassa Rebuttal, p.7, line 4. 
35 Over the 10-year period, 2004-2013, the only operating gain reported by USL came in 2007 for its water division. 
Operating losses were reported in all other years for both water and wastewater. 
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2. 

3. 

A 9.8 percent cost of equity (a figure whch includes an upward 60 basis point (0.6 

percent) economic assessment adjustment). 

A 9.8 percent overall rate of return. 

Q. 
A. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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Utility Source, LLC Cost of Capital Calculation 
Average Capital Structure of Sample Water Utilities 

Surrebuttal Schedule JAC-4 

Companv 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Common 
Debt Equity Total 

40.8% 
47.2% 
52.0% 
50.8% 
45.9% 
54.7% 
44.2% 

Average Sample Water Utilities 47.9% 

Utility Source, LLC - Actual Capital Structure 0.0% 

59.2% 
52.8% 
48.0% 
49.2% 
54.1 yo  
45.3% 
55.8% 

52.1 yo 

100.0% 

100.0% 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 

100.0% 

100.0% 

Source: 
Sample Water Companies from Value Line 
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Utility Source, LLC Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Utilities 

[AI [BI [CI [Dl [El 

Dividends Dividends Earnings Earnings 
Per Share Per Share Per Share Per Share 

2003 to 20 13 Projected 2003 to 201 3 Projected 
Company DPS' & & - EPS' 

American States Water 5.6% 7.7% 15.2% 3.9% 
California Water 1.3% 8.0% 4.9% 8.9% 

Connecticut Water I .7% 3.4% 3.7% 3.3% 

York Water 4.1% 6.0% -- 4.8% 8.0% 

Aqua America 7.6% 9.0% 9.7% 6.0% 

Middlesex Water 1.5% 2.0% 5.4% 3.1% 
SJW Corp 4.1 % 5.2% 2.1% 8.7% 

Average Sample Water Utilities 3.7% 5.9% 6.5% 6.0% 

1 Value Line 
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Utility Source, LLC Cost of Capital Calculation 
Sustainable Growth 

Sample Water Utilities 

ComDany 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Retention 
Growth 

2003 to 201 3 
- br 

4.1% 
2.6% 

2.1% 
4.2% 

1.3% 
3.2% 
2.2% 

Retention 
Growth 

Projected 
- br 

5.6% 

6.0% 
3.5% 
2.8% 
3.6% 

3.8% 

40% 

Stock 
Financing 
Growth 
- vs 

I .6% 
2.8% 
1.7% 
3.4% 
2.6% 
0.8% 
4.4% 

Sustainable 
Growth 

2003 to 201 3 
br + vs 

5.7% 
5.4% 
5.9% 

3.9% 
4.1% 
6.5% 

5.4% 

Sustainable 
Growth 

Projected 
br + vs 

7.2% 
6.6% 
7.7% 
6.9% 
5.4% 

8.4% 
4.4% 

Average Sample Water Utilities 2.8% 4.2% 2.5% 5.3% 6.7% 

[e]: Value Line 
IC]: Value Line 
[D]: Value Line, MSN Money, and Form 10-Ks filed with the Securities and Exchange Commission (http:/lwww.sec.govl) 

[El: [Bl+Pl 
[FI: [Cl+lDl 

http:/lwww.sec.govl
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Utility Source, LLC Cost of Capital Calculation 
Selected Financial Data of Sample Water Utilities 

Surrebuttal Schedule JAC-7 

ComDany 
American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Svrnbol 
AWR 
CWT 
WTR 
CTWS 
MSEX 
SJW 

YORW 

Value Line Raw 
Spot Price M kt To Beta Beta 

30.30 12.79 2.4 0.70 0.52 
22.17 12.32 1.8 0.70 0.52 
23.5 8.60 2.7 0.70 0.52 
32.46 16.48 2.0 0.65 0.45 
19.51 12.11 1.6 0.70 0.52 
26.77 15.66 1.7 0.80 0.67 
19.83 8.31 - 2.4 - 0.75 - 0.60 

1011/2014 Bookvalue __ Book e eraw 

Average 2.1 0.71 0.54 

IC]: Msn Money 

ID]: Value Line 

[El: IC1 1 [Dl 
[F]: Value Line 

[GI: (-0.35 + [F]) 10.67 
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Utility Source, LLC Cost of Capital Calculation 
Calculation of Expected Infinite Annual Growth in Dividends 

Sample Water Utilities 

[AI P I  

Description !4 

DPS Growth - Historical' 3.7% 

EPS Growth - Historical' 6.5% 
EPS Growth - Projected' 6.0% 

DPS Growth - Projected' 5.9% 

Sustainable Growth - Historical* 5.3% 
Sustainable Growth - Proiected* 6.7% 

Average 5.7% 

~ 

1 Schedule JAC-5 

2 Schedule JAC-6 
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Projected Dividends’ (Stage 1 growth) 
Q*J 

dl d’ d3 d4 
0.86 0.90 0.96 1.01 

0.70 0.74 0.78 0.66 
0.64 0.68 0.72 0.76 
1.05 1.11 1.17 1.23 
0.77 0.81 0.86 0.91 
0.76 0.80 0.85 0.90 
0.58 0.61 0.65 0.68 

Utility Source, LLC Cost of Capital Calculation 
Multi-Stage DCF Estimates 

Sample Water Utilities 

Stage 2 growth3 Equity Cost 
Estimate (Kf & D l  

6.5% 9.2% 
6.5% 9.4% 
6.5% 9.1% 
6.5% 9.6% 
6.5% 10.3% 

6.5% 9.3% 
6.5% 9.2% 

[AI 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

P I  

Current Mkt. 
Price (pol’ 
10/1/2014 

30.3 
22.2 
23.5 
32.5 
19.5 
26.8 
19.8 

Surrebuttal Schedule JAG9 
i 

Where : 4 = current stockprice 

D, = dividends expected during stage 1 
K = costof equity 
n = years of noli - constant growth 
D,, = dividend expected in year 11 

g,, = constant rate o f  growth expected after yearn 

1 [Si SOB Sshoduls JAG7 

2 Derived from Value Line Information 

JAverags annual armlh in GDP 1929.2012 In wrront dollars. 

4 Internal Rate of Return of Projected Dividends 

Average 9.5% 
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Restatement of Bourassa Rebuttal Schedule D-4.10 
(Computation of Current Market Risk Premium) 

and 
Restatement of Bourassa Rebuttal Schedules D-4.12 
(Traditional Capital Asset Pricing Model - CAPM) 

Staff Correction to  Bourassa Rebuttal Schedule D-4.11 

3-month EPSfDPS Return on 30-year Market 
average Growth Market Treasury Risk 

- - (DdPq + (9) - (R,) Yield - Premium 

2.01% 9.44% = 11.45% - 3.32% - 8.13% + - 

Staff Correction to Bourassa Rebuttal Schedule D-4.12 

K - R f  E L  - 

Historical MRP CAPM 3.32% 0.72 6.70% - 8.14% 

Current MRP CAPM 3.32% 0.72 8.13% - 9.18% 

+ I - 

- i * 

Average 8.66% 

Median 8.66% 

I 

Notes: Staff Corrections to D-4.11 reflect use of 2.01 percent 3-month average current dividend yield (DdP,) 

Staff Corrections to  D4.12 reflect adoption of the Staff corrected 8.13 percent current MRP in the current MRP CAPM, and 
use of the same 3.32 percent current 30-year Rf rate as that used to  calculate the current MRP in Rebuttal Schedule D-4-11. 
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STAFF COMMENTS REGARDING ADMINISTRATIVE LAW JUDGE’S 
(“ALJ”) SURCREDIT MECHANISM ALTERNATIVE: 

Staff submits the following observations and recommendations in response to the ALJ’s 
November 18, 2014 Procedural Order directing the parties to address and answer questions 
regarding the following topic: 

Whether it would be in the public interest to include the costs of the standpipe and related 
facilities in rate base and create a surcredit mechanism to retum the income’ received from 
standpipe sales back to ratepayers on a monthly basis. The surcredit would be calculated as 
follows: the income from standpipe sales during the month, divided by the gallons (in 
thousands) of non-standpipe water sold in the month, would equal the credit per 1,000 
gallons for the month. The surcredit rate would then be applied to the gallons billed (in 
thousands) to each customer. Assume the Company receives !jl,OOO in 
income from standpipe sales and sells 2,000,000 gallons of non-standpipe water during the 
month. Under that scenario, each customer would receive a $0.50 credit per 1,000 gallons 
used during the month.] 

@ZXAAIPLE: 

Staff has dedicated considerable time evaluating the ALJ’s surcredit alternative, and to 
identifying the assumptions that would need to be deheated in order to make such a surcredit 
mechanism functional. 

Before discussing the complexities associated with idenafyingldehaing the necessary 
surcredit mechanism billing rate assumption that would need to be made, Staff would frst note that 
the ALJ’s suggestion that the Utility Source, L.L.C. (“Utility Source” or “Company”) rate base first 
be revised upward to reflect inclusion of the Company’s investment in the standpipe and standpipe- 
related facilities would immediately burden non-standpipe customers with k h e r  base rates without 
any assurance that the uldmate value of the standpipe surcredit will equal or exceed the required 
initial increase in base rates. Corresponding to this point is a concern that the timing of when the 
surcredits would show up on customer bills is unclear. Clearly the timing associated with the impact 
of these two considerations would be disjointed. 

~~ ~ 

Income for this purpose wddd be dehned as revenues minus vadable costs for purchased pumping power and 
chemical treatment. 
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, 

The surcredit billing rate calculation assumptions that would need to be dehned include the 

1. 

2. 
3. 

4. 

following: 
the standpipe investment level to be used and the applicable depreciation rate(s) 
for these standpipe facilities; 
the Rate of Return (‘30”’) to be utilized; 
the average cost per 1,000 gallons for pumping costs and water treatment costs or 
the incremental standpipe sales; 
the surcredit tariff design, including defining the non-standpipe sales volumes to 
be utilized in calculating the per 1,000 gallon surcredit billing rate to be used 
dwing each surcredit billing period; 
the monthly and/or annual sutcredrt true-up requirements; and, 
how to facilitate, or otherwise give consideration to the Company’s recovery of its 
authorized ROR and the incremental standpipe facility-related expense recoveries. 

5. 
6. 

Working through items 4 through 6 above could be a very complex undertaking. Beyond 
the problem/risk of not having the data necessary to establish, and then update, the surcredit rate 
calculation assumptions on a timely basis, Staff believes that the surcredit mechanism as proposed 
by the ALJ would be burdensome to administer since the mechanism would require monthly 
updating of the surcredit billing rate. Even if acceptable data was generated and provided on a 
timely basis, a slgryficant amount of time would be required on the part of the Company and Staff as 
support for the monthly billing rate updates were continually developed, provided to Staff, reviewed, 
and ultimately approved. Further, with regards to the suggested monthly surcredit billing rate 
update, Staff would note that the Company’s monthly non-standpipe sales level vary rather 
substantially by month, so this is going to present another challenge since the spread of surcredits 
back to customers each month will need to be based upon different anticipated non-standpipe sales 
volumes each month. Finally, it would be a challenge to dehne, and then meet, an effective date for 
each monthly surcredit mechanism billing rate change. 

STAFF GENERAL COMMENT ON ALJ’S STATEMENT REGARDING 
SAFEGUARDING THE PUBLIC INTEREST: 

Staff agrees with the ALJ that safeguarding the public interest is of upmost concern. 

Staff continues to believe that the development of Commission-approved rates for non- 
standpipe customers, resulting from this filing, should give specific consideration to the s@cant 
revenue stream currently flowing to Utility Source from the new standpipe facility. Evidence clearly 
indicates that the actual monthly sales volumes from the standpipe fa&ty have averaged 
approximately 564,000 gallons per month and that the statements made by Mr. McCleve on page 4, 
lines 23 through 28 of his rebuttal testimony, are highly inaccurate at best2. 

Mr. McCleve states that “Staff seems to assert that the Company wiU sell 200,000 gallons every month, which is very 
improbable especially d u k g  the winter. The 200,000-gallon estLnate is the maximum that could be served, not a 
projection of what will be served. Put another way, it is a peak demand estimate that might OCCUI some year, not a 
monthly estimate that will occur every year.” 
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STAFF NEW PREFERRED RECOMMENDATION FOR SETTING STANDPIPE 
FACILITY RATES DEVELOPED IN RESPONSE TO ALJ DIRECTIVE: 

Staff is presenting a new alternative in response to the surcredit option raised by the ALJ. 
Details of this new recommendation follow, and Staff now prefers this new alternative over the 
recommendation to impute $56,250 in revenues from the standpipe operation addressed on page 9, 
lines 6 through page 10, line 11, of Staff wimess Jorn. Keller’s surrebuttal testimony: 

The new alternative is to isolate the standpipe facility as a separate standalone operation for 
ratemaking purposes. 

Under this new alternative, Staff recommends that a Commission-authorized rate for 
standpipe sales volumes be set at $18.86 per 1,000 gallons. Staffs calculation supporting this $18.86 
per 1,000 gallon billing rate is shown on pages 1 of 4 and 2 of 4 of Attachment A to this Staff 
response. Staff is also including Attachment B which identifies and explains the assumptions and 
calculation drivers appearing in Attachment A. Staff notes that its recommended rate of $18.86 per 
1,000 gallons for standpipe sales is comparable to the rate of $21.75 per 1,000 gallons requested by 
the Company. 

If this standpipe rate setting alternative is approved by the Commission, certain elements of 
Staffs surrebuttal non-standpipe rate recommendations will need to be revised in order to reallocate 
a reasonable level of transmission and distribution main investment (Plant Account No. 331), and to 
remove operating expenses currently included in Staff Surrebuttal Schedule JLK-W7 that would now 
be recovered from non-standpipe custome~s.~ 

REVISED NON-STANDPIPE RATES. 

The schedules in Attachment C reflect minor changes in Staff surrebuttal recommendations 
resulting from additional information received from the Company since Staffs surrebuttal 
recommendations were filed. 

For ratemaking purposes, Staffs $18.86 per 1,000 gallon billing rate for standpipe sales is 
based upon the various assumptions presented within Attachment A, pages 1 and 2 of 4 which 
include a primary assumption that 30 percent of the Well No. 4 investment identified by the 
Company would be needed to support standpipe sales. However, Staff recognizes that from an 

Referring to Staff  Attachment A, page 2 of 4. Staff believes it would be reasonable to remove $5,000 of rate case 
expense (column D, line 11) and assign this expense to the standpipe operations. Further Staff would recommend 
removing 25% of the operating expenses shown on lines 27 through line 34, of column C. The total of such O W  
eqense allocations to standpipe operations would be $16,019. Finally, $808 or 25% of the depreciation on mains 
included within line 35, column C, of this Schedule would be assigned to the standpipe operations. A corresponding 
plant reduction of $40,408, and a accumulated depreciation reserve reduction of $6,364 would be needed to reflect the 
reallocation of this investment level to the standpipe operations. In total $21,827 in operating expenses would be 
recognized as a part of the cost of service for the Companfs standpipe operations. Concurrently $21,827 in operating 
costs would need to be removed from the cost-of-service of the non-standpipe customer. The development of these 
investment and cost level reallocations are explained further in Staff Attachments A and B. 
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Engineering perspective, Well No. 4 is either needed or it is not, so we have also included a billing 
rate for standpipe sales if the Company’s full investment io Well No. 4 is given consideration in 
setting required rates for the standpipe sales. Under such an assumption the billing rate would be 
$39.25 per 1,000 gallons. This rate is developed in Attachment A, pages 3 and 4 of 4. 

Staff notes that, but for the 2014 standpipe facility investment estimates, it is using 2012 test 
year expenses and net plant balances in its Attachment A calculations. This was done to maintain 
consistency in rate setting for the non-standpipe and standpipe customers. 

If this alternative is adopted by the Commission, the parties recognize that rate case expense 
is to be normalized over a five year period. Staff recommends that the Commission direct the 
Company to file monthly standpipe sales volumes reports every six months, each July and January, 
until the hlings of the Company’s next full rate review. The first such report would cover the period 
January 1,2015 through June 30,2015 and would need to be fled by July 31,2015. The next report 
would cover the period July 1, 2015 though December 31, 2015 and would need to be filed by 
January 31,2016. 

The Commission should also direct the Company to docket a full rate review (for both its 
standpipe rates and non-standpipe rates) by June 30, 2019 using a test year ending no later than 
calendar year 201 8. 
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30% of Well No. 4 Assumption 

Line 
No. A 

1 
2 
3 
4 
5 

7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

17 

18 

19 
20 
21 

22 

23 
24 
25 
26 

27 
28 
29 
30 
31 
32 
33 
34 
35 

36 
37 

38 
39 

40 

Standpipe Facility Cost Estimate No. 1 
Standpipe Facility Cost Estimate No. 2 
Total of the Two Cost Estimates 

Average Cost Estimate for Standpipe Facility 

Average Cost for Standpipe Facility 
Depreciation Rate for Standpipe Facility 
Annual Depreciation Expense for Standpipe 

Average Cost for Standpipe Facility 

Transmission & Distribution Mains 
Accumulated Depreciation Reserve 
Net Mains 
Percentage of Mains t o  Standpipe 
Portion of Mains Allocated to Standpipe 

Well No. 4 - Gross investment 

Accumulated Depreciation Reserve for Well No. 4 

Net Plant for Well No. 4 
Percentage of Well No. 4 Allocated to  Standpipe 
Portion of Well No. 4 Allocated to Standpipe 

Fair Value Rate Base Investment for Standpipe 

Rate of Return 

income Tax Gross Up 
Operating Income plus income Taxes 

Depreciation -standpipe facility 
Depreciation Well No. 4 
Depreciation Mains 
Purchased Power Costs 
Annual Licensing Fee 
Chemical Costs 
Total Capital Costs Assignable to Standpipe Operations 
O&M - Assignable t o  Standpipe Operations 
Total Revenue Requirement - Standpipe 

Sales Volumes 

Sales Volumes in 1,000 gallon increments 

Standpipe Rate - Per 1,000 gallons 

$ 65,901 From Company Data Request Response 
162,253 

$ 228,154 
From Company Data Request Response 

2 - 

$ 114,077 , 

$ 114,077 From Line5 
X 3.33% 

s 3.799 

.$ 114.077 From Line5 

161,632 
(25,457) 

$ 136,175 
25% 

$ 34,044 

$ 1,488,899 From Company's Filing 

(294,821) From Company's Filing 

$ 1,194,078 Line 15 + Line 20 

$ 358,223 
X 30% Attachment 8, page 2 

$ 506,344 

X 9.80% 
$ 49,622 

X 1.262 

$ 62,623 

$ 3,799 ($114,077 x 3.33%) 
14,874 ($1,488,899 x 30% x 3.33%) 

808 ($161,632 x 25% x 2.00%) 
22,267 Attachment 8, page 3 

487 Attachment 6, page 3 
1,000 

105,858 L 32 + L 33 + L 34 +L 35 
21,827 From Column 8, Line 36 

$ 

S 127.685 L36+L37 

6,770,592 gallons 

6,771 (6,770,592 / 1,000) 

1$1($126,685 / 6,771 1,000 gallons) 
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- 100% of Well No. 4 Assumption 

Line 
No. A 

1 
2 
3 
4 
5 

7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

17 

18 

19 
20 
2 1  

22 

23 
24 
25 
26 

27 
28 
29 
30 
31  
32 
33 
34 
35 

36 
37 

38 
39 

40 

Standpipe Facility Cost Estimate No. 1 
Standpipe Facility Cost Estimate No. 2 
Total of the Two Cost Estimates 

$ 65,901 From Company Data Request Response 
162,253 From Company Data Request Response 

$ 228,154 
2 - 

Average Cost Estimate for Standpipe Facility 

Average Cost for Standpipe Facility 
Depreciation Rate for Standpipe Facility 
Annual Depreciation Expense for Standpipe 

Average Cost for Standpipe Facility 

Transmission & Distribution Mains 
Accumulated Depreciation Reserve 
Net Mains 
Percentage of Mains to  Standpipe 
Portion of Mains Allocated t o  Standpipe 

Well No. 4 - Gross Investment 

Accumulated Depreciation Reserve for Well No. 4 

Net Plant for Well No. 4 
Percentage of Well No. 4 Allocated to Standpipe 
Portion of Well No. 4 Allocated t o  Standpipe 

Fair Value Rate Base investment for Standpipe 

Rate of Return 

Income Tax Gross Up 
Operating Income plus Income Taxes 

Depreciation -standpipe facility 
Depreciation Well NO. 4 
Depreciation Mains 
Purchased Power Costs 
Annual Licensing Fee 
Chemical Costs 
Total Capital Costs Assignable to  Standpipe Operations 
O&M -Assignable to  Standpipe Operations 
Total Revenue Requirement - Standpipe 

Sales Volumes 

Sales Volumes in 1,000 gallon increments 

Standpipe Rate - Per 1,000 gallons 

$ 114,077 

$ 114,077 From Line5 
X 3.33% 

$ 3,799 

$ 114,077 From Line5 

161,632 
(25,457) 

$ 136,175 
25% 

$ 34,044 

$ 1,488,899 From Company's Filing 

(294,821) From Company's Filing 

$ 1,194,078 Line 15 + Line 20 

$ 1,194,078 
X 100% Attachment B, page 2 

$ 1,342,199 

X 9.80% 
$ 131,535 

X 1.262 
$ 165,998 

$ 3,799 ($114,077 x 3.33%) 
49,580 ($1,488,899 x 30% x 3.33%) 

22,267 Attachment B, page 3 

487 Attachment B, page 3 

808 ($161,632 x 25% x 2.00%) 

1,000 

243,939 L 32 + L 33 + L 34 +L 35 
21,827 From Column B, Line 36 

$ 

$ 265,766 L36+L37 

6,770,592 gallons 

6,771 (6,770,592 / 1,000) 

)$1($126,685 / 6,771 1,000 gallons) 
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Attachment B 

The following source references, and general standpipe rate development 
explanations, relate to the information presented within Staffs Attachment 
A. Staff believes that these assumptions represent reasonable estimates, 
and Staff supports the resulting rate to be used for bulk water sales made 
from U&ty Sources’ Standpipe Facrlity. 

1 Attachment A - Overview Comment 

The general flow of the $18.86 per 1,000 gallon billing rate development shown on 
Attachment A follows a traditional approach to ratemking, where the total annual 
cost of service ($127,685 - Line 35) to be targeted for recovery through rates. An 
ROR (9.8% - Line 23), was applied to the assumed fair value rate base of $506,344 
(Line 22), while also factoring in a reasonable income tax gross-up factor (1.262 - 
Line 25), plus annualized operating expenses of $65,062 (the sum of Lines 27 through 
32 plus line 34) and then dividing the total cost of service of $127,685 by the expected 
annual sales volumes expressed in 1,000 gallon increments (6,771 k gallons - Line 37). 
Ths results in a standpipe billing rate of $18.86 per 1,000 shown on line 40 of 
Attachrnent A pages 1 of 4, and 2 of 4. 

Attachment A, page 1 of 2 

I Reference within Attachment: Lines 1 
through 5 of column A 1 

Explanation: The standpipe facility cost estimates contained on lines 1 and 2 
represent estimates provided by the Company in response to Staff Data Request Nos. 
JLK 2.2 and JLK 9.3. The simple average of these two amounts is used in &us 
analysis (see line 5). Line 9 reflects a full year’s depreciation expense on this average 
investment. Tlxs depreciation expense is carried to line 27. 

1 



Reference within Attachment: Lines 12 
through 16 of column A 

Explanation: The Company’s investment in Mains (account no. 331), and the related 
accumulated depreciation reserve for this account were taken from Application 
Schedules B-2, page 3 and B-2, page 4, line 23 on each Schedule. 

2 

Reference within Attachment: Lines 17 

The Well No. 4 investment cost, and related accumulated depreciation 
3 - through 19 of column A 

reserve were taken from Schedules B-2, page 3.2 and B-2, page 4 of the 
Company’s Application. 

- 

I Reference within Attachment: Line 20 of 
4 column A 

Explanation: Staff is assuming that 30% of Well No. 4 would be needed to support 
the standpipe water demand. The Company indicated in response to Staff Data 
Request Nos. JLK 6.2 and JLK 6.3 that effectively the standpipe wdl use water 
delivered from all existing wells. While the Company’s active wells are able to serve 
existing non-standpipe throughput without relying on Well No. 4 capacity, the 
incremental throughput associated with the standpipe will require reliance upon a 
portion of the Well No. 4 delivery capacity. Since we do not know what the peak 
summer demand may be for standpipe sales, giving ratemakmg consideration to 30% 
of the Company’s reported investment in Well No. 4 for purposes of setting rates for 
the standpipe facihty was deemed to be reasonable. 

2 



[ Reference within Attachment: Lines 23 

Reference within Attachment: Lines 27 

32 of column A 

Explanation: The 9.8 O/o ROR and 1.262 income tax gross-up factor come from Staff 
Surrebuttal Schedule JLK-W1 . 

7 

I 

Reference within Attachment: Line 31 of 
column A 8 

I Reference within Attachment: Lines 30 and 1 

Explanation: These cost estimates are based upon the average cost per 1,000 gallons 
for purchased power and chemical costs incurred in the test year, multiplied by the 
standpipe annualized sales volume of 6,770,592 shown on Line 19. Test year costs 
were $66,787 and $1,460 respectively (as shown on Staff Surrebuttal Schedule JLK- 
W7, lines 9 and 10 of Colurnn E.) 

I 

I 

3 



Reference within Attachment: Line 34 
9 

column A 

Explanation: $21,827 represents the level of annual operating expenses being 
allocated to the standpipe operations. This same level of expenses wdl need to be 
removed from the non-standpipe cost-of-sewice before the new rate design 
applicable to these customers is developed. The expenses being removed are 
developed on Attachment A, page 2 of 2, colurnns By Cy D, and E. Staffs 
Attachment C Schedules reflect the investment and operating expense e b a t i o n s  
that correspond to the allocations captured on lmes 29 and 34 of column A. 

10 
I Reference within Attachment: Line 35 of 

Reference within Attachment: Lines 37 and 
38 of column A 11 

Explanation: As previously noted, $127,685 represents the total annual cost-of- 
service for standpipe operations. The $18.86 per 1,000 gallon rate on Line 40 was 
designed to recovery this level of annual revenues. 

Reference within Attachment: Line through 
40 of columnA 12 

J 

4 



Attachment A, page 2 of 2 

Reference within Attachment: Lines 1 
through 40 of column A 

Explanation: This information is a repeat of the  information shown on Attachment 
A, page 1 of 2. 

13 

Reference within Attachment: Lines 5 
through 11 of column B through E 14 

Explanation: A total rate case expense of $50,000 is being allocated equally between 
the standpipe operation and the non-standpipe operations. A 5-year amortization 
period is used. 50%, or $5,000, of the annual rate case expense shown on Staff 
Surrebuttal Schedule JLK-W7, line 21, column E is being assigned to the standpipe 
operations. Without a doubt assessing and developing standpipe issues have driven 
virtually of the activities and costs associated with the processing of the Company’s 
Application since the ALJ approved the RUCO, Mr. Erik Nielsen, and Mr. Terry 
Fallon intervention requests in a Procedural Order dated July 16,2014. Within this 
same Procedural Order, the ALJ also acknowledged the need to evaluate and give 
reasonable consideration to issues related to the Company’s standpipe facility. 

Reference within Attachment: Lines 27 
through 40, colums B through E 15 

Explanation: Within these columns and lines, the operating expenses being assigned 
to the standpipe operations are developed and supported. The total expense levels at 
issue come from Staff Surrebuttal Schedule, lines 9 through 23 of Column E. The 
reasonableness of the 25% allocation percent is supported by the ratio of standpipe to 
non-standpipe revenue levels identified within Column B. A total of $21,827 in 
annualized operating costs is being allocated to the standpipe operations. 

5 
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The rate development Schedules contained within Attachment C to this Staff 
response to the ALJ’s November 18, 2014 directive reflect the resulting non- 
standpipe rates currently being advocated by Staff These rates give 
consideration to the investment and operating expense allocations being made to the 
standpipe operations as discussed within the previous sections of thzs Staff Report. 

The docation of 25% of the Company’s investment in Mains to the standpipe 
operations is captured on Schedule JLK-W-4, column D, and within Schedule JLK- 
W-1 1, column B 

The allocation of 50% of rate case expense to standpipe operations is captured on 
Schedule JLK-W-18. 

The allocation of 25% of operating expense to the standpipe operation is captured on 
Schedule JLK-W- 10. 

These adjustments flow to other Schedules, and ultimately to the level of annual rate 
increase of $157,794 being advocated by Staff. This is shown on Schedule JLK-W-1, 
line 8 of columns C and D. 

Staffs recommended rate design and typical bill analysis are shown on Schedules 
JLK-W-20 and JLK-W-21. 
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TESTIMONY OF JORN L. KELLER 
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Operating Adjustment #IO - Property Tax Expense 
Operating Adjustment # I  1 - Income Tax 
Rate Design 
Typical Bill Analysis 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

REVENUE REQUIREMENT 

Schedule JLK-W1 

[A] [B] IC] [D) 
COMPANY COMPANY STAFF STAFF 

LINE ORIGINAL FAIR ORIGINAL FAIR 
NO. DESCRIPTION COST VALUE COST VALUE 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Adjusted Rate Base $ 1,576,462 $ 1,576,462 $ 1,457,822 $ 1,457,822 

Adjusted Operating Income (Loss) $ (8,264) $ (8,264) $ 17,761 $ 17,761 

Current Rate of Return (L2 / L1) -0.52% 

11 .OO% Required Rate of Return 

Required Operating Income (L4 * L1) $ 173,411 

Operating Income Deficiency (L5 - L2) $ 181,675 

Gross Revenue Conversion Factor 1.2650 

Required Revenue Increase (L7 * L6) $ 229,819 

Adjusted Test Year Revenue $ 208,004 

Proposed Annual Revenue (L8 + L9) $ 437,823 

Required Increase in Revenue (%) 110.49% 

-0.52% 

11 .OO% 

$ 173,411 

$ 181,675 

1.2650 

$ 229,819 

$ 208,004 

$ 437,823 

11 0.49% 

1.22% 

9.80% 

$ 142,867 

$ 125,106 

1.2673 

1- 
$ 206,184 

$ 363,978 

76.53% 

1.22% 

9.80% 

$ 142,867 

$ 125,106 

1.2613 

1 $ 157,794 

$ 206,184 

$ 363,978 

76.53% 

References: 
Column (A): Company Schedule B-1 
Column (8): Company Schedule B-1 
Column (C): Staff Schedules OCRB, GRCF, TYOl & COC 
Column (D): Staff Schedules OCRB, GRCF, TYOl & COC 



Schedule JLK-W2 

LINE [A] 

UT lLW SOURCE, LLC, Water Division 
Docket No. WS-04P5A-13-0331 
T e d  Year Ended December 31,2012 

GROSS REVENUE CONVERSION FACTOR 

[B] [C] [D] NO. 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 - 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

DESCRIPTION 

Calculation of Grass Revenue Conversion Factor 
Revenue 
Uncollectible Factor (Line 11) 
Revenues (L1 - L2) 
Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 
Subtotal (L3 - L4) 
Revenue Conversion Fador (L1 I LS) 

Calculation of Uncollectible Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L6 ) 
Uncollectible Rate 
Uncollectible Factor (LQ * L10 ) 

Calculation of Effectlve Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (LIZ - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate(L13 +L16) 

Calculation of Effective Propertv Tax Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L18 -LIS) 
Propelty Tax Factor (XXX-18, L24) 
Effective Property Tax Factor (L 21 " L 22) 
Combined Federal and State Tax and Property Tax Rate (L17+LZ) 

100.0000% 
0.0000% 

1 M).OOOO% 
20.7160% 
79.2840% 
1.261288 

. .. . -  100.0000% 
3.1486% 

06.8514% 
17.3868% 
16.8394% 
1 9.9880% 

100.0000% 
19.9880% 
80.0120% 
0.9098% 

0.007279951 

Required Operating Income (Schedule JLK-1, Line 5 )  
Adjusted Test Year Operating Income (Loss) (Schedule JLK-1, Line 14) 
Required Increase in Operating Income (L24 - L25) 

Income Taxes on Recommended Revenue (Col. (D), L52) 
Income Taxes on Test Year Revenue (Col. (B), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Schedule JLK-1, Line IO) 
Uncollectibie Rate (Line IO) 
Uncollectible Expense on Recommended Revenue (L24 * L25) 
Adjusted Test Year Uncollectible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Properly Tax with Recommended Revenue (JLK-16, LIB) 
Propelty Tax on Test Year Revenue (JLK-18. L 16) 
Increase in Property Tax Due to Increase in Revenue (XXX-18, L22) 

Total Rewired Increase in Revenue (L26 + L30 + L34+L37) 

Calculation of Income Tax 
Revenue (Schedule JLK-15. Col.[C]. Line 5 & Sch. JLK-1. Col. [C], Line 10) 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L47) 
A ~ Z O M  Taxable Income (L36 - L37- L38) 
Arizona State Income Tax Rate 
Arizona Income Tax (L39 x L40) 
Federal Taxable Income (L33 - L35) 
Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second Income Bracket N/A 
Federal Tax on Third Income Bracket NlA 
Federal Tax on Fourth Income Bracket NIA 
Federal Tax on Fifth Income Bracket N/A 
Total Federal Income Tax 
Combined Federal and State Income Tax (L35 + L42) 

Applicable Federal income Tax Rate [Col. (D), L42 - Col. (B), L42] I [COl. (C). L36 - COl. (A), L36] 

Calculation of lnteresf Synchronization: 
Rate Base (ScheduleJLK-3, Col. [C], Line (17)) 
Weighted Average Cost of Debt 
Synchronized Interest (L45 X L46) 

20.7160% 

$ 35,690 
$ 4,436 

$ 31,253 

$ 363.978 
0.0000% 

$ 8,900 
$ 7,464 

$ 1,436 

$ 157,795 

STAFF 
Test Year Recommended 

206,184 $ 157,794 $ 363,978 
165,423 183.987 1.436 

$ 

0 22.1 97 $ 178,556 
3.1460% 3.1486% 

$ 698 $ 5,622 
$ 21,499 
5 3,738 
$ 
I 
16 
$ 

$ 172.934 
0 30.068 

5 
$ 3.738 
6 4,436 

$ 30.068 
5 35,690 

17.38600% 

5 1,451,459 
0.00% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS44235A-13-0331 
Test Year Ended December 31,2012 

P I  IA1 
COMPANY 

AS STAFF LINE 
NO. DESCRfPTlON FILED ADJUSTMENTS 

Post-Rejoinder Schedule JLK-W3 

[C] 
STAFF 

AS 
ADJUSTED 

1 
2 
3 

4 

5 

8 

9 

10 

11 

12 

13 

14 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Net Contribution in Aid-of Construction (CIAC) 

Advances in Aid of Construction (AIAC) 

Customer Deposits 

Deferred Income Tax Credits 

Total Deductions 

ADD: 
Unamortized Finance Charges 

Deferred Tax Assets 

Allowance for Working Capital 

Intentional Left Blank 

Total Additions 

Original Cost Rate Base 

References: 
Column (A), Company Schedule B-1 
Column (B): Schedule JLK-4 

$ 2.496.640 $ (132.408) $ 2,364,232 ~. -. 
71 6,485 (7,404) 709,081 

$ 1,780,155 $ (125,004) $ 1,655,151 

$ 197,807 - $ 197,807 

5,885 5,885 

$ 203,692 $ - $ 203,692 

$ - $  - $  

$ - $  - $  

$1,576,463 $ (125,004) $ 1,451,459 

Column (C): Column (A) + Column (8) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-130331 
Test Year Ended December 31, 2012 

[A] [B] [C] [Dl 
STAFF COMPANY Accum. Depec. Accum. Amort. 

LINE ACCT. ADJ #1 ADJ #2 ADJUSTED 

Schedule JLK-W4 

[El 
STAFF 

ADJUSTED 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

PLANT IN SERVICE: 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 

.. 13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 
31 
32 

33 
34 
35 
36 
37 
38 
39 

37 
38 
39 
40 
41 

42 

301 
302 
303 
304 
307 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
349 
347 
348 

Organization Costs 
Franchise Costs 
Land 8 Land Rights 
Structures & Improvements 
Wells & Springs 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plants 
Solutions & Feeders 

Storage Tank 
Pressure Tanks 

Distribution Reservoin & Standpipes 

Transmission & Distribution Mains 
Services 
Meters & Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant & Misc. Equip. 
Office Furniture & Fixtures 
Computer & Software 
Transpottation Equipment 
Store Equipment 
Tools & Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Intangibles 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 
Net Utility Plant in Service ( E 9  - L30) 

DEDUCTIONS 
Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC (L32 - L33) 
Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Deferred Income Tax Credits 
Total Deductions 

ADDITIONS: 
Unamortized Finance Charges 
Deferred Tax Assets 
Allowance for Working Capital 
Intentional Left Blank 
Total Additions 

ORIGINAL COST RATE BASE 

$ - $  

210,000 
72.997 

1,353,539 
89,125 

158,711 
5,487 

321,452 

161,632 
86,250 

34,500 

2,947 

- $  - $  

(40.408) 

$ 

210,000 
72,997 

1,261,539 
89,125 

158,711 
5,487 

321,452 

121,224 
86,250 

34,500 

2,947 

$ 2,496,640 $ - $  - $ (40,408) $ 2,364,232 
716,485 (7,404) (6,364) $ 702.717 

7,404 $ - $ (34,044) $ 1,661,514 $ 1,780,154 $ 

- $  - $  - $ 294,745 
96,938 

- $  - $  - $ 197,807 

$ 294,745 $ 
96,938 

!& 197.807 $ 

5,885 

- $  - $  - $ 203,692 

5,885 

$ 203,692 $ 

- $  - $  - $  - $  $ 

- $  - $  - $  - $  $ 

$ 1,576,462 $ 7,404 $ - $ (34,044) $ 1,457,822 





UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

Schedule JLK-W6 

RATE BASE ADJUSTMENT NO. 2 - Accumulative Amortization of ClAC 

[AI PI PI 
LINE COMPANY STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENT ADJUSTED 

1 Accumulated Amortization of CIAC $ 96,938 $ - $ 96,938 

REFERENCES: 
Column [A]: Company Schedule B-2 
Column [B]: Direct Testimony, P. 9 
Column IC]: Column [A] + Column [B] 

.- - . -. 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

Schedule JLK-W7 

[AI P I  [CI P I  [El 
COMPANY STAFF 
ADJUSTED STAFF TEST YEAR STAFF 
TEST YEAR TEST YEAR AS PROPOSED STAFF LINE 

NO. DESCRIPTION AS FILED ADJUSTMENTS ADJ ADJUSTED CHANGES RECOMMENDED 

1 
2 
3 
4 
5 

6 
7 
8 
9 
10 
11 
12 

- 13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

27 

28 

REVENUES: 
Metered Water Sales 
Water Sales - Unmetered 
Other Operating Revenue 
Total Operating Revenues 

OPERATING EXPENSES: 
Salaries & Wages 
Purchased Water 
Purchased Power 
Chemicals 
Materials & Supplies 
Office Supplies 8 Expense 

- Contractual Services -Accounting 
Contractual Services - Professional 
Outside services 
Water Testing 
Rents 
Transportation Expense 
Insurance - General Liability 
Insurance - Health & Life 
Regulatory Commission Expense 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 

Operating Income (LOSS) 

$ 202,743 $ $ 202,743 $ 157,794 $ 360,537 

5,261 (1,820) 1 3,441 3.441 
$ 208.004 $ (1,820) $ 206,184 $ 157,794 $ 363,978 

$ - $  

66,787 
1,460 

12,257 
2,399 

20,253 
9,651 

8,107 

2,186 

10,000 
19,976 
57,728 

7,530 
(2,064) 

$ 

(526) 66,261 
1,460 

(3.064) 9,193 
(600) 1,799 

(5,063) 15,190 
(2,413) 7,238 

(8,701) 3 6 
6,014 6,014 

(547) 1,639 

(5,000) 6 5,000 
(10,434) 4.5 9,542 

(4,546) 2 53,182 

(66) 7 7,464 
6,500 8 4,436 

$ - $  

1,436 
31,253 

66,261 
1,460 
9,193 
1,799 

15,190 
7,238 

6 
6,014 

1,639 

5,000 
9,542 

53.182 

8,900 
35,690 

$ 216,269 $ (27,846)- $ 188,423 $ 32.689 $ 221,112 

$ (8,265) $ 26,026 $ 17,761 $ 125,105 $ 142,867 

References: 
Column (A): Company Schedule C-1 (TAB IS-ADJ) 
Column (8): Schedule JLK-8 
Column (C): Column (A) + Column (E) 
Column (D): Schedules JLK 8 
Column (E): Column (C) + Column (D) 



69 

69 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
les t  Year Ended December 31, 201 2 

OPERATING INCOME ADJUSTMENT NO. 1 - TEST YEAR REVENUES 

Schedule JLK-W9 

[AI P I  PI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Other Operating Revenue $ 5,261 $ (1,820) $ 3,441 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Direct Testimony JLK-8 
Column (C): Column (A) + Column (5 )  



1 

UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

OPERATING INCOME ADJUSTMENT NO. 2 Allocated Expense 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 

Rejoinder Schedule JLK-W1 0 

[AI P I  
COMPANY STAFF 

DESCRIPTION PROPOSED ADJUSTMENT 

Materials and Supplies $ 12,257 $ 
Office Supplies 2,399 
Accounting 20,253 
Professional Services 9,651 
Water Testing 8,107 
Insurance 2,186 
Miscellaneous Expense 19,976 

$ 74,829 $ 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony 
Column (C): Column (A) + Column (B) 

[CI 
STAFF 

RECOMMENDED 

$ 9,193 
1,799 

15,190 
7,238 
7,739 
1,639 

16,011 
58,810 



UTlL lN SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

PLANT In 
SERVICE 
Per Staff 

Schedule JLK-W11 

NonDepreciable DEPRECIABLC DEPRECIATION 
or FUIIY Deprecmed PLANT DEPRECIATION EXPENSE 

(Col C x Col D) ( COI A - COI B) RATE PLANT 

OPERATING INCOME ADJUSTMENT NO. 2 -DEPRECIATION EXPENSE 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

31 

32 
33 
34 

ACCT 
- NO. PLANT IN SERVICE - DESCRIPTION 
301 Organization costs 
302 Franchise Costs 
303 Land & Land Rights 
304 Structures & Improvements 
307 Wells & Springs 
310 Power Generation Equipment 
31 1 Electric Pumping Equipment 
320 Water Treatment Equipment 

320.1 Water Treatment Plants 
320.2 Solutions & Feeders 

330.1 Storage Tank 
330.2 Pressure Tanks 

330 Distribution Reservoirs & Standpipes 

331 Transmission 8 Distribution Mains 
333 Services 
334 Meters & Meter installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 Other Plant & Misc. Equip. 
340 Office Furniture & Fixtures 

341 Transportation Equipment 
342 Store Equipment 
343 Tools &Work Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
349 Communications Equipment 
347 Miscellaneous Equipment 
348 Other Intangibles 

340.1 Computer & Software 

Subtotal - General 

Less: Amortization of Contributions Composite Depreciation Rate (Depr Ekp I Depreciable Plant): 3.13% 
CIAC: $ 294,745 

Amortization of CIAC (Line 33 x Line 34): $ 9,216 

Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Increase/(Decrease) to Depreciation Expense 

Depreciation Expense Before Amortization of CIAC: $ 62,398 
Less Amortization of CIAC: $ 9,216 

Test Year Depreciation Expense - Staff: $ 53,182 
Depreciation Expense - Company: 57,728 

Staffs Total Adjustment: $ (4,546) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Y e a r  Ended December 31, 2012 

OPERATING INCOME ADJUSTMENT NO. 3 -Water Testing 

Schedule  JLK-W12 

PI PI VI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Water Testing $ 8,107 $ (7,733) $ 374 

References: 
Column (A), Company Schedule C-2 & Workpapers . -  
Column (B); Direct Testimony Engineering Report, P. 16 ) 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Tes t  Year Ended December 31, 201 2 

Schedule JLK-W13 

OPERATING INCOME ADJUSTMENT NO. 4 - Auto Expense 

PI [CI 
STAFF 

[AI 
LINE COMPANY STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

I Auto Expense $ 3,250 $ (1,750) $ 1,500 

References: 
Column (A), Company Schedule C-2 & Data Reques t  #3 
Column (B): Direct Testimony P. 14 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W14 

OPERATING INCOME ADJUSTMENT NO. 5 -Telephone Expense 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Telephone Expense $ 4,732 $ (2,366) $ 2,366 

References: 
Column (A), Company Schedule C-2 & Data Request #3. 
Column (B) :Direct Testimony P. 14 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December  31,2012 

OPERATING INCOME ADJUSTMENT NO. 6 - Utility Expense 

Schedule JLK-WI 5 

[AI P I  P I  
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Utiltiy Expense  $ 2,353 $ (2,353) $ - 

References:  
Column (A): ComPanv Schedule C-2 & Company General Ledger Account 655.3 \ I  . -  _ _  ~ 

Column (B) : Company General Ledger Account 775.3 & DR JLK 9.5 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

OPERATING INCOME ADJUSTMENT NO. 7 -Office Rent 

Schedule JLK-W16 

[AI PI tCl 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMEND ED 

1 Office Rent $ - $  6,104 $ 6,104 

References: 
Column (A), Nielsen Data Request 2.01; RUCO Data Request 2.06 
Column (B) : Testimony 
Column (C): Column (A) + Column (9) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-I 3-0331 
Test Year Ended December 31,201 2 

Schedule JLK-W17 

OPERATING INCOME ADJUSTMENT NO. 8 - Purchase Power 

tC1 
STAFF 

P I  P I  
LINE COMPANY STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMEND ED 

1 Purchased Power $ 66,787 $ (526) $ 66,261 

References: 
Column (A): Company Schedule C-2 
Column (B) : Testimony 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

Schedule JLK-W18 

OPERATING INCOME ADJUSTMENT NO. 7 -Rate Case Expense 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION . PROPOSED ADJUSTMENTS RECOMMENDED 

1 Rate Case Expense 

References: 
Column (A), Company Schedule C-2 
Column (8): Direct Testimony P. 15 
Column (C): Column (A) + Column (B) 

$ 10,000 $ (5,000) $ 5,000 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
l e s t  Year Ended December 31,2012 

OPERATING INCOME ADJUSTMENT NO. 8 - PROPERTY T 

Schedule JLK-W19 

EXPENSE 

I 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

a 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line I * Line 2) 
Staff Recommended Revenue, Per Schedule JLK-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilpiier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 f Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

$ 206,184 
2 

412,368 
206,184 
618,552 

3 
206,184 

2 
412,368 

41 2,368 
20.0% 

82,474 
9.0503% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 7,464 
Company Proposed Property Tax 7,530 

$ 

Staff Test Year Adjustment (Line 16-Line 17) $ (66) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

$ 206,184 
2 

$ 412,368 
$ 363,978 

776,347 
3 

$ 258,782 
2 

$ 517,564 

$ 
$ 51 7,564 

19.0% 
$ 98,337 

9.0503% 
$ 

$ 8,900 
$ 7,464 
$ 1,436 

$ 1,436 
157,794 

0.909857% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

Schedule JLK-W20 

OPERATING INCOME ADJUSTMENT NO. 9 - INCOME TAX EXPENSE 

LINE 
NO. DESCRIPTION 

1 Income Tax Expense 

References: 
Column (A), Company Schedule C-2 

[AI P I  [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENT RECOMMENDED 

$ (2,064) $ 6,500 $ 4,436 

Column (B): Direct Testimony JLK-8 
Column (C): Column (A) + Column (B) 



Jtility Sour@, LLC -Water Division 
)ocket No. WS-04235A-13-03351 
.est Year Ended December 31, 2012 

Ii 8.2 
15.; 
21.' 

N /  
Nl  

Rate Design 

E 15 
21 

N 
N 

0 13.18 
21 .oo 
40.50 
89.20 

147.70 
284.20 
479.20 
966.92 

Commodity Charge - Per 1,000 Gallons 

4.8( 
7.11 
8.6( 

N/d 
N/i 
N/. 

4.t 
7.1 
8.( 

N I  
N/ 

4. 
7 
8 

N 
N 
x 

1 
1 

5/8" x 314'' Meter (Residential) 

F i t  4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 $0- 

First 3,000 gallom 
3,001 to 10,000 gallons 
over 10,000 gallons 

5 / 8 t t  3/41! M~~ (&mmercial, Industdal. hiption) 

First 4,000 gdons 
4,001 to 9,000 gdons  
Over 9,000 gallons 

Fit 10,000 gallons 
Over 10,000 gallons 

>/4" Meter (Residential) 

First 4,000 $Om 
4,001 to 9,000 gallons 
Over 9,000 gallons 

First 3,000 gallons 
3,001 to 10,000 @ODs 
Over 10,000 gallons 

3 14" Meter (Commerdal. Industd. IrnpiOn) 

First 4,000 gdlons 
4,001 to 9,000 gallons 
Over 9,000 gallom 

First 10,000 @oris 
over t0,M)O gallons 

NId 
N/. 
N/. 

5 5.' 
11s 
20.: 

E 

8 

F 

F N/ 
N/  

First 27,000 gallons 
Over 27,000 @OnS 

First 11,000 S o n s  
over 11,000 gallons 

F 11.1 
20.: 

N. 
N 

Company 
proposed Rates 

8 11 
20 

s 41.70 
41.70 

102.68 
205.35 
328.56 
657.12 

1,026.75 
2,053.50 

E 8.2 
15.7! 
21.7 

N/d 

N/. 
N/. 

5 8.: 
15.' 
21.' 

N/ 
N/  

F 8 
15 
21 

N 
N 
N 

I Schedule JLK W-Z1 
1 O f 3  

Staff 
Recommended Rates 

8 23.40 
35.10 

150.00 
240.00 
480.00 
750.0C 

1,500.0C 

75.00 

$ 5.4 
11s 
20.: 

N/ 
N i  
N i  

E 11 
20 
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N/A 
N/A 

11 .oo 
2025 

N/A 
N/A 

11.00 
20.25 

NIJ 
NIP  

11.0( 
20.2 

N / i  
N/1 

11 .oo 
20.25 

N/A 
N/A 

11 .oo 
20.25 

20.25 

18.86 

18.86 

Present Monthly U s a p  C h u s  

1 1 /2" Meter (A11 Classes Includin~ Standuipe and Consrrucnon) 

First 57,000 gallons f ,  

Over 57,000 gallons 

First 13,000 gallons 
Over 13,000 gallons 

2" Meter (All Classes Includinv Standniue and Conswcdon) 

First 94,000 ,dons s 
Over 94,000 gallons 

Fist 16,000 gallons 
Over 16,000 gallons 

3" Meter (All Classes IncludinP StandpiDe and Construction) 

First 195,000 gallons s 
Over 195,000 gallons 

Fis t  26,000 gallons 
Over 26,000 gallons 

4" Meter fAll Classes Including Standpipe and Construction) 

First 309,000 gallons s 
Over 309,000 ,dons 

First 37,000 gallons 
Over 37,000 gallons 

6" Meter (All Classes EXCeDt Standpipe and Construction) 

First 615,000 gallons 5 
Over 615,000 ,dons 

First 71,000 gallons 
Over 71,000 gallons 

Irrigation Meters 
All Gallons 

Standpipe or Bulk 

s 

All Gallons I 

Construction 
All Gallons I 

4.80 
1.16 

N/A 
N/A 

4.80 
7.16 

N/A 
N/A 

4.80 
7.16 

N/A 
N/A 

4.8( 
7.1( 

N /1  
N/1 

4.8 
7.1 

N/. 
N/. 

9 .: 

10.: 

10.: 

Rate Design I Schedule JLK W-21 
2 of 3 

Company 
Proposed Rates 

s 

$ 

s 

s 

s 

s 

0 

s 

15.75 
21.75 

N/A 
N/A 

15.75 
21.75 

N/A 
N/A 

15.7: 
21.7: 

NIP 
NIP 

15.7 
21.7 

N/1 
N/J 

15.7 
21.7 

N /  
N /  

15.; 

21: 

21.' 

Snff 
Recommended Rates 

I 

s 

8 

s 

s 

x 

s 

s 



ility Sourcp, LLC -Water Division 
xket No. WS-04235A-13-03351 
:stXear Ended December 31, 2012 

hher Senke  Charges 
lstablishment 
:.srahlishment (After r<ourS) 
Leconnection (Delinquent) 
<econn&on (Delinquent) - After Hours 

$ 20.00 
40.00 

8 50.00 

* 
$ 40.00 

leposit ** 
3eposit Interest *** 
ieestabkhment (within 12 months) 

$ 20.00 <SI: Check 
Late payment Penalty (per Month) 
Deferred Payment (per Month) 
After Hours Senice Calls - Per Hour 
After Hours Senke  charge 

1.50% 
1.50% 

8 40.00 
40.00 
Cost Moving Customer Meter (at customer request) 

Rate Design 

I Company 

Service and Meter Installation Char@ 

Service Size 
518 x 314 lnch 

Total Present 
Charge 

8 520 
c7c 

Proposed Rates I Present IO11thly Usage Charge 

Proposed Proposed Total Proposed 

521 F 385 $ 135 f 62 
Se rv icehe  Meter Charge 

41 5 205 

Recommended Recommended 

s 20.00 
Removed 

6 50.00 
Removed 

* 
** 
I** 

P 20.00 

8 40.00 
8 40.00 

1 S O %  
1.50% 

cost 

Total Recommende 
Charge Service Line 

314 Inch 
1 Inch 
1 112 Inch 
2 Inch Turbo 
2 Inch Compound 
3 Inch Turbo 
3 Inch Compound 
4 Inch Turbo 
4 Inch Compound 
6 Inch Turbo 
6 Inch Compound 
1 112 Inch 
2 Inch Turbo 
2 Inch Compound 
3 Inch Turbo 
3 Inch Compound 
4 Inch Turbo 
4 Inch Compound 
6 Inch Turbo 
6 Inch Compound 

Meter Insallation 

62 
730 
995 

1,795 
2,640 
2,635 
3,630 
4,000 
5,155 
7,075 

1,225.00 
2,025.00 
2,870.00 
2,865.00 
3,769.00 
4,3 10 .OO 
5,465.00 
7,385.00 
9,400.00 

9,090 

265 
475 
995 

1,840 
1,620 
2,495 
2,570 
3,545 
4,925 
6,820 

675.00 I 
1,195.00 8 

1,820.00 $ 
2,604.00 f 
2,820.00 $ 
3,795.00 S 
5,175.00 I 
7,070.00 

2,040.00 E 

2,- 

660 
900 

1,525 
2,320 
2,275 
3,110 
3,360 
4,475 

8,050 
8 675.00 

f 1,660.00 

rg 2,150.00 

8 3,135.00 

6,035 

N/A 

N/A 

. N/A 

N/A 
6,190.00 

73 
99 

1,79 
2,64 
2,63 
3,6? 
4,0( 
5,lf 
7,o' 
9,0! 

1,225.( 

2,870) 
2,025.1 

2,865. 
3,769. 
4,310. 
5,465. 
7,385 
9,400 

. .. 
465 
520 
800 
800 

1,015 
1,135 
4,430 
1,610 

2,270 
I 550.00 

8 830.00 f 

I 1,165.00 f 

8 1,670.00 8 

2,150 

$ 830.00 $ 

0 1,045.00 f 

6 1,490.00 5 

f 2,210.00 8 
8 2,330.00 8 

I bChe0IJle JLK VV-L'I 

3 of 3 

Staff 
Recommended Kntes 

8 30.00 
N I T  

s 50.00 
N I T  

* 
** 

*** 
s 20.00 

1.503 
1.500/ 
NIT 

F 40.0( 
Cos 

i 

oi 
0 
8 
8 
E 
I 
I 
8 
0 

415 
465 
520 
800 
800 

1,015 
1,135 
1,430 
1,610 
2,150 
2,270 

550.00 $ 
830.00 8 
830.00 8 

1,045.00 6 
1,165.00 f 
1,490.00 I 
1,670.00 8 

2,330.00 8 
2,210.00 E 

205 
265 
475 
995 

1,840 
1,620 
2,495 
2,570 
3,545 
4,925 
6,820 

675.00 f 
1,195.00 6 

1,820.00 8 
2,604.00 
2,820.00 0 
3,795.00 I 
5,175.00 I 
7,070.00 I 

2,040.00 8 
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Typical Bill Analysis 
General Service 3/4-inch Meter 

Present Proposed Dollar Percent 
Increase Rates increase Company Proposed Gallons Rates 

Average Usage 4,123 $ 38.58 $ 76.01 $ 37.43 97.01 Yo 

Median Usage 3,500 35.30 69.95 $ 34.65 98.14% 

Staff Recommended 

Average Usage 4,123 $ 38.58 $ 63.67 $ 25.09 65.03% 

Median Usage 3,500 35.30 56.82 $ 21.52 60.96% 

Present 8 Proposed Rates (Without Taxes) 
General Service 3/4-lnch Meter 

Present 
Rates 

314" 
Minimum Charge $ 18.50 

1st Tier Rate $ 4.80 
1 st Tier Breakover 4,000 

2ndTier Rate $ 7.16 
Gallons 2nd Tier Breakover 9,000 
Consumption 3rd Tier Rate $ 8.60 

$ 18.50 
1,000 23.30 
2,000 28.10 
3,000 32.90 
4,000 37.70 
5,000 44.86 
6,000 52.02 
7,000 59.18 
8,000 66.34 
4,123 38.58 
9,000 73.50 

10,000 82.10 
11,000 90.70 
12,000 99.30 
13,000 107.90 
14,000 116.50 
15,000 125.10 
16,000 133.70 
17,000 142.30 
18,000 150.90 
19,000 159.50 
20,000 168.10 
25,000 211.10 
30,000 254.10 
35,000 297.10 
40,000 340.10 
45,000 383.10 
50,000 426.10 
75,000 641.10 

100,000 856.10 

Company Staff 
Proposed % Recommended % 

Rates increase Rates Increase 

1st Tier Rate $ 1st Tier Rate $ 
1st Tier Breakover 3,000 

2ndTier Rate $ 15.75 2nd Tier Rate $ 11.00 
2nd Tier Breakover 10,000 

3rd Tier Rate $ 21.75 I 3rd Tier Rate $ 20.25 1 
s 41.07 122.00% $ 35.10 89.73% 

49.32 
57.57 
65.82 
74.07 
89.82 

105.57 
121.32 
137.07 
76.01 

152.82 
174.57 
196.32 
218.07 
239.82 
261.57 
283.32 
305.07 
326.82 
348.57 
370.32 
392.07 
500.82 
609.57 
718.32 
827.07 
935.82 

1,044.57 
1,588.32 
2,132.07 

11 1.67% 
104.88% 
3 00.06% 
96.47% 

100.22% 
102.94% 
1 05.00% 
106.62% 
97.01% 

107.92% 
112.63% 
116.45% 
119.61% 
122.26% 
124.52% 
126.47% 
128.18% 
129.67% 
130.99% 

133.24% 

139.89% 

143.18% 
144.28% 
145.15% 
1 47.7 5% 
149.04% 

132.1 8% 

137.24% 

141.7a% 

40.51 
45.91 
51.32 
62.32 
73.31 
84.31 
95.30 

106.30 
63.67 

117.29 
128.29 
148.54 
168.78 
189.03 
209.28 
229.53 
249.78 
270.03 
290.28 
310.53 

432.02 
533.27 
634.51 
735.76 
837.00 
938.25 

1,444.47 
1,950.70 

330.78 

73.85% 
63.40% 

65.29% 
63.42% 

61.04% 
60.23% 
65.03% 
59.58% 
56.26% 

69.97% 

79.64% 
83.48% 
86.82% 
89.76% 
92.36% 

96.77% 
104.65% 
109.86% 

116.34% 

120.19% 
125.31% 
127.86% 

55.99% 

62.06% 

63.77% 

75.19% 

94.69% 

113.57% 

11 8.48% 
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EXECUTIVE SUMMARY 

UTILITY SOURCE, U C .  
DOCRET NO. WS-04235A-13-0331 

Utihty Source, LLC. (“USL” or   company'^ is a for-profit, Class C public service corporation 
serving potable water to approximately 327 customers and wastewater service to approximately 325 
customers in and near the community of Bellemont, Arizona, in Coconino County, Arizona. 

On September 27, 2013, the Company filed a rate application with a test year ending 
December 31,2012. On January 9,2014, the Company filed an amendment to the application. On 
March 16, 2014, Staff issued a Letter of Sufficiency. Current rates became effective on January 23, 
2008, pursuant to Decision No. 70140. 

RATE APPLICATION: 

Water Division 

The Company-proposed rates, as filed, produce total operating revenue of $436,451, an 
increase of $228,439 (109.82 percent), over the test year revenue of $208,004, to provide a $172,320 
operating income and a 11.00 percent rate of return on a proposed $1,566,543 fair value rate base 
(“FVRB”) whch is also the proposed original cost rate base (“OCRByY). 

The Utilities Division (“Staff”) recommends total operating revenue of $406,372, an increase 
of $200,188 (97.09 percent) over the Staff-adjusted test year revenue of $206,184, to provide a 
$158,637 operating income and a 9.60 percent return on the $1,594,960 Staff-adjusted FVRB and 
OCRB. 

Wastewater Dinkion 

The Company-proposed rates, as filed, produce total operating revenue of $318,037, an 
increase of $196,753 (162.23 percent) over the test year revenue of $121,284 to provide a $91,404 
operating income and a 11.00 percent rate of return on a proposed $830,945 FVRB which is its 
OCRB. 

Staff recommends total operating revenue of $315,314, an increase of $195,850 (163.94 
percent) over the Staff-adjusted test year revenue of $119,464 to provide a $79,284 operating income 
and a 9.60 percent return on the $825,880 Staff-adjusted FVRB and OCRl3. 
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I. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Jom L. Keller. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commissionyy) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

In my capacity as a Public Utilities Analyst, I analyze and examine accounting, financial, 

statistical and other information and prepare reports based on my analyses that present Staffs 

recommendations to the Commission on utility revenue requirements, rate design and other 

issues. 

Please describe your educational background and professional experience. 

I have a Bachelor of Science degree in Political Science from I<ansas State University and a 

Master’s degree in Business Administration. I have attended the National Association of 

Regulatory Utility Commissioners’ (“NARUCyy) Utility Rate School. I joined the Commission 

as a Public Utilities Analyst in November, 2013. Prior to employment with the Commission, 

I worked for the Residential Uulity Commission Office (“RUCOy’) as a Public Utihties 

Analyst 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations regarding Utility Source (“USL” or 

“Company”) Water and Wastewater Division applications for a permanent rate increase. I 

am presenting testimony and schedules addressing rate base, operating revenues and 

expenses, revenue requirement and rate design (to be filed separately). Mr. John Cassidy is 



I > 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

22 

22 

24 

25 

2( 

Direct Testimony of Jorn L. Keller 
Docket No. WS-04235A-13-0331 
Page 2 

presenting the Staffs analysis and recommendations for the Cost of Capital analysis. Mr. 

Michael Thompson is presenting Staffs engineering analysis and related recommendations. 

Q- 
A. 

Q. 
A. 

11. 

Q- 

A. 

What is the basis of your testimony in this case? 

I performed a regulatory audit of the Company’s application and records. The regulatory 

audit consisted of examining and testing financial information, accounting records, and other 

supporting documentation and verifyLng that the accounting principles applied were in 

accordance with the Commission-adopted NARUC Uniform System of Accounts (“USOA”). 

How is your testimony organized? 

My testimony is presented in nine sections. Section I is this Introduction. Section I1 

provides a background of the Company. Section I11 is a summary of Consumer Service 

Issues. Section IV presents Compliance Status. Section V is a summary of the Company’s 

Filing and Staffs Revenue Requirement. Section VI summarizes Staffs Rate Base and 

Operating Income Adjustments. Section VI1 presents Staffs Rate Base Recommendations. 

Section VI11 presents Staffs Operating Income Recommendations. Section IX discusses the 

circumstances of the Company’s planned water standpipe. 

BACKGROUND 

Please review the background of t h i s  application. 

USL is an Arizona limited liability company. The Company is located in Coconino County, 

north of highway I40 in the unincorporated community of Bellemont. Approximately 327 

customers were served in the test year ended December 31, 2012. The Company’s curreint 

rates were approved by the Commission in Decision No. 70140, dated January 23,2008. USL 

filed the current application on September 27,2013, requesting a determination of the current 

fair value of its utility property and a permanent rate increase for its water and wastewater 
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divisions. A Procedural 

Conference was held November 12,2013, to discuss discrepancies within the application that 

made it impossible to provide accurate notice of the impacts of proposed rates and charges 

for some customers. USL filed an amended application on January 9, 2014. On March 6, 

2014, Staff filed a Letter of Sufficiency indicating that USL‘s application met sufficiency 

requirements. 

Staff deemed the application sufficient on October 24, 2013. 

111. 

Q. 

A. 

Iv. 
Q. 
A. 

CONSUMER SERVICES 

Please provide a brief history of customer complaints received by the Commission 

regarding the Company. Additionally, please discuss customer responses to the 

Company’s proposed rate increase. 

A review of the Commission’s Consumer Services database for the Company from January 1, 

2011, to June 27,2014, revealed the following: 

2014 - Zero complaints 

330 Opinions - All opposed to the proposed rate increase, including one petition 

containing 273 signatures 

2013 - One Complaint -- Billing 

2012 - Two Complaints -- Bdling 

2011 - No Complaints 

All complaints have been resolved and closed. 

COMPLIANCE 

Please provide a summary of the compliance status of the Company. 

A review of the Commission’s Compliance database indicates that there are currently no 

delinquencies for the Company. 
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V. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

SUMMARY OF COMPANY FILING AND STAFF REVENUE 

RECOMMENDATIONS 

What test year did the Company use in this filing? 

The Company’s rate filing is based on the twelve months ending December 31, 2012 (“test 

year”). 

Please summarize the Company’s proposals for the Water Division (“Water”) and 

Wastewater Division (“Wastewater”) in this Wlng. 

The Company proposes the following for each of its divisions. 

Water 

The Company-proposed rates, as filed, produce total operating revenue of $436,451, an 

increase of $228,439, or 109.82 percent, over test year revenue of !$208,004 to provide a 

$172,320 operaang income and an 11.00 percent rate of return on its proposed $1,566,543 

fair value rate base (“EVRB”) which is its original cost rate base (“OCRB”). 

Wastewater 

The Company-proposed rates, as filed, produce total operating revenue of $318,037, an 

increase of $196,753, or 162.23 percent, over test year revenue of $121,284 to provide a 

$91,404 operating income and an 11.00 percent rate of return on its proposed $830,945 fair 

value rate base FVRB which is its OCRB. 

Please summarize Staffs recommendations. 

Staff recommends the following for each of the Company’s divisions. 
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Water 

Staff recommends total operating revenue of $406,372, an increase of $200,188 (97.09 

percent) over the Staff-adjusted test year revenue of $206,184, to provide a $158,637 

operating income and a 9.60 percent return on the $1,594,960 Staff-adjusted FVRB and 

OCRB. 

Waxtewater 

Staff recommends total operating revenue of $315,314, an increase of $195,850 (163.94 

percent) over the Staff-adjusted test year revenue of $119,464 to provide a $79,284 operating 

income and a 9.60 percent return on the $825,880 Staff-adjusted FVRB and OCRB. 

VI. 

Q. 

A. 

SUMMARY OF STAFF’S RATE BASE AND OPERATING INCOME 

ADJUSTMENTS 

Please summarize the rate base adjustments addressed in your testimony. 

My testimony addresses the following issues for the water and wastewater divisions: 

Water 

Accumulated Demeciation - Thts adjustment decreases accumulated depreciation by $49,356 

by removing accumulated depreciation on retired plant. 

Accumulated Amortization of CIAC - This adjustment removes $20,937 from the 

accumulated amortization of CIAC due to Staffs adjustment of the amortization rate used. 

Waxtewater 

Securitv DeDosits - This adjustment adds $5,065 in security deposits as a deduction to rate 

base. 

. 
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Q. 

A. 

i -  

Please summarize the operating revenue and expense adjustments addressed in your 

testimony. 

My testimony addresses the following issues: 

Water 

ODeratinr Revenue - This adjustment decreases other water revenue by $1,820 to reflect the 

removal of security deposits from h s  account. 

DeDreciaUon ExDense - This adjustment decreases depreciation expense by $1,097 to reflect 

application of Staffs recommended depreciation rates to Staffs depreciable plant balances. 

Water Testins Expense - This adjustment decreases water testing expense by $6,637 to 

reflect the findings of Staffs Engineering Report. 

Automobile ExDense - This adjustment decreases miscellaneous expense by $1,750 to reflect 

adjustments to Company automobile expense. 

TeleDhone ExDense - This adjustment decreases miscellaneous expense by $2,366 to reflect 

adjustments to officer and contractor telephone expense. 

Rate Case Expense - This adjustment increases rate case expense by $6,667 to reflect a three- 

year normahation of rate case expense. 

ProDerty Tax Expense - This adjustment decreases property tax expense by $66 to reflect 

Staffs adjustments to test year revenue. 

Income Tax Expense - This adjustment increases test year income tax expense by $685 to 

reflect application of statutory state and federal income tax rates to Staff-adjusted taxable 

income. 

Wastewater 

ODeratine Revenue - This adjustment decreases other water revenue by $1,820 to reflect the 

removal of security deposits from the account. 
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Water Testine ExDense - This adjustment increases water testing expense by $8,858 to reflect 

the findings of Staffs Engineering Report. 

Automobile ExDense - This adjustment decreases miscellaneous expense by $1,750 to reflect 

adjustments to Company automobile expense. 

TeleDhone ExDense - This adjustment decreases miscellaneous expense by $2,366 to reflect 

adjustments to telephone expense. 

DeDreciation Expense - This adjustment increases depreciation expense by $670 to reflect 

application of Staffs recommended depreciation rates to Staffs depreciable plant balances. 

Rate Case ExDense - This adjustment increases rate case expense by $6,667 to reflect a three- 

year normalization of rate case expense. 

ProDertv Tax ExDense - T h ~ s  adjustment decreases property tax expense by $67 to reflect 

Staffs adjustments to test year revenue. 

Income Tax ExDense - This adjustment decreases test year income tax expense by $1,733 to 

reflect application of statutory state and federal income tax rates to Staff-adjusted taxable 

income and to reflect Staffs adjustments to test year income. 

VII. RATE BASE ADJUSTMENTS 

Fair Valtle Rate Base 

Q. Did the Company prepare a schedule showing the elements of Reconstruction Cost 

New Rate Base? 

No, the Company did not. The Company’s wlng treats the OCRB the same as the FVRB for 

both the Water and Wastewater divisions. 

A. 

Rate Base Stlmmary - Water Division 

Q. Please summarize Staffs adjustments to the Company’s rate base shown in Schedules 

JLK-W3 and JLK-W4. 
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A. Staffs adjustments to the Company’s rate base resulted in a net increase of $28,419 from 

$1,566,542 to $1,594,960. Staffs recommendations result from the rate base adjustments 

described below. 

Rate Base AQnstment No. I - Accumidated Dqreciation 

Q. 
A. 

Q. 
A. 

Q- 

A. 

Do Staff and the Company’s test year accumulated depreciation balances agree? 

No. USL proposes accumulated depreciation of $726,406 while Staffs balance of $677,050 is 

$49,356 less. 

What is the basis for Staffs adjustment? 

Staff reclassified computer equipment from the office furniture and fixtures account to 

computer and software. Otherwise, the variance appears to be based on the calculation of 

accumulated depreciation from USUS Well No. 4 that was removed from rate base in 2012. 

Did the Company explain the basis for the cost of Well No. 4 or their method for 

calculating accumulated depreciation? 

No. 

costs of Well No. 4 or the Company’s method of calculating depreciation. 

The Company’s responses to Data Requests number 401 and 4.2 do not explain the 

Rate Base A&ustment No. 2 - Acmmdated Amortixation $ CLAC 

Q. 

A. Staff observed that the Company’s Schedule B-2, P.5.1 contained different CIAC 

amortization rates from 2006 through the test year, 2012 varying‘from 3.27 percent to 5.93 

percent. However, the single amortization rate of 2.898 percent was used on Schedule C-2, 

P.2. 

Please explain Staffs adjustment to the accumulated amortization of CIAC. 
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Q. 
A. 

Q. 
A. 

Did the Company acknowledge that its CIAC amortization schedule contained errors? 

Yes. The Company acknowledged the errors. 

What is Staffs recommendation? 

Staff calculated accumulated amortization of CIAC using the rate of 2.898 percent. This 

adjustment decreases accumulated amortization by $20,937 and decreases rate base by the 

same amount. 

Rate  Base S~mmaty - Wa.rtewater Division 

Q. Please summarize Staffs adjustments to the Company’s rate base shown in Schedules 

JLK-WW3 and JLK-WW4. 

A. Staffs adjustments to the Company’s rate base resulted in a net decrease of $5,065 from 

$830,945 to $825,880. 

Rate Base Adjtlstment No. I - Seczdy Deposits 

Q. 
A. 

Q. 

A. 

Q. 

Did the Company list Security Deposits in its calculation of rate base? 

No. Security deposits are listed as a deduction from rate base in the Water Division, but not 

in Wastewater Division. 

What amount of Security Deposits does the Company have on deposit? 

In its reply to Staff Data Request Number JLK 3, the Company stated that the end of test 

year security deposit balance was $10,950. 

How Does USL allocate Security Deposits between Water and Wastewater systems? 

. 
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A. 

Q. 
A. 

In Schedule B-2, P.1, the Company makes a pro forma adjustment to add $5,885 in security 

deposits to the Water Division. No corresponding adjustment is made for the Wastewater 

Division. 

How did Staff adjust Security Deposits? 

Staff recommends accepting the amount of security deposits allocated to the Water Division, 

but also recommends that security deposits in the amount $5,065 be recognized as a 

Wastewater Division rate base reduction. 

VIII. OPERATING INCOME ADJUSTMENTS 

Operating Income Szlmmazy - Water Division 

Q. What are the results of StafPs analysis of test year revenues, expenses, and operating 

income? 

As shown in Schedules JLK-W7 and JLK-W8, Staffs analysis resulted in test year revenues of 

$206,184, expenses of $177,522 and operating income of $28,662. 

A. 

Operating Income Adjustment No. I - Other Operating Revenzle 

Q. 

A. 

How did USL calculate Other Operating Revenue? 

Per the Company's responses to Data Requests No. 2.9 and 3.4, all Other Water Revenue is 

recorded in account number 474. The account balance consists of NSF fees, security 

deposits, late fees and start up fees, with a test year ending balance of $12,315. As shown on 

the Company's Adjustment Number 7 ,  Exhibit C-2, I?. 8, security deposits in the amount of 

$1,612 were removed, and the balance of $10,522 was divided equally between the'systems 

and entered as Other Water Revenue. 

Q. Does Staff agree with the Company's calculation of Other Operating Revenue? 
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A. 

Q. 
A. 

No. A review of account number 474 shows that test year security deposits in the amount of 

$5,252 were deposited to the account, leaving a balance of $6,888 or $3,441 per system as 

Other Water Revenue. 

What is Staffs recommendation? 

Staff recommends adjustments reducing Other Water Revenue from $5.261 to $3,441 for an 

adjustment of $1,820. 

Operating Income Adjustment No. 2 - Depreciation Expense 

Q. 

A. 

What amount does USL propose for depreciation expense for the Water Division? 

The Company proposes $57,728 as shown in Schedule C-1, P. 2. 

Q. 

A. 

Q. 

A. 

What amount does Staff recommend for depreciation expense? 

Staff recommends $56,631, a decrease of $1,097, as stated in Schedule JLI<-W7, Column E. 

Why does the depreciation expense of Staff and the Company differ? 

The difference lies in the calculation of the composite rate for the amortization of 

Contributions In Aid of Construction (“CLAC”), which is deducted from depreciation 

expense. 

Operating Income Adjustment No. 3 - Water Testing Eqense 

Q. 

A. 

What amount does USL propose for water testing expense for the Water Division? 

The Company proposes $8,107 as shown in Schedule C-1, P. 2. 

Q. What is Staffs recommendation? 

A. Staff recommends $1,470 in water testing expense as stated on pages 16 and 17 of the 

Engineering Report. This decreases water testing expense by $6,637 to $1,470 as shown on 
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Schedule JLK-11. Staff found that a number of wastewater tests had been attributed to the 

water system. 

Operating Income Adjtlstment No. 4 - Aatonzobile Expense 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Where can USL’s expense for automobile usage be found? 

Test year automobile usage expense for the Wastewater Division was found in Miscellaneous 

Expense, Account 775. 

How much is the Company’s Automobile Expense and what does it consist of? 

In reply to Data Request No. 3, USL stated that an employee was reimbursed $500 per 

month for using her personal automobile for errands, to attend meetings in Bellemont and to 

make deliveries for the Company. \ 

Was the reply to the Data Request accurate? 

Staff examined the Company’s test year general ledger and found that reimbursement for auto 

expense in the amount of $6,500 or $3,250 per system was paid to this employee. This is 

$542 per month. 

Does Staff believe the amount recovered was reasona-le? 

No. The Internal Revenue Service’s approved rate for business automobile expense for 2012 

was $.555’ per mile. At this rate, approximately 11,700 miles would have been driven. This 

number of miles appears to be excessive since this equates to almost 50 miles driven per 

business day. 
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Q. What does Staff recommend? 

A. In the response to Data Request No. 3.3, USL’s replied that the employee used a personal car 

from offices in Queen Creek to the systems in Bellemont. Staff recommends annual 

automobile reimbursement of $3,000 or $1,500 per system. This amount will provide mileage 

reimbursement for six annual round trips, one round mp every other month, to Bellemont, 

plus 3,600 additional business miles. The adjustment is a decrease in miscellaneous expense 

in the amount of $1,750. 

Operating Income Adjustment No. 5 - Telephone Eqense 

Q- 
A. 

Q. 
A. 

Q. 
A. 

What telephone expense does USL propose? 

The Company’s telephone expense is included in Miscellaneous Expense. Per the response 

to Data Request 3, four telecommunications providers are used, with Verizon and AT&T 

contracted for cellular phone service. 

What amounts are paid for cell phone service? 

According the Company’s general ledger, test year payments to Verizon and AT&T totaled 

$4,732 per system for a total of $9,464. 

What is Staffs recommendation? 

Staff believes that the cell phone charges are excessive. As stated in Data Request No. 3, 

USL has two managmg members and two full time contract employees. This equates to over 

$2,000 per managing member and full-time contractor per year. Even .considering part time 

employees, the monthly bill is over $1,500 per person per year. One half of the proposed 

amounts or $2,366 per system appears more appropriate. 

Operating Income Aajustment No. 6 - Rate Case Eqense 

Q. What amount does the Company propose for rate case expense? 
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A. 

Q. 

A. 

Q. 

A. 

The Company proposes $50,000 for rate case expense to be amortized over five years. Test 

year expense is $10,000. 

Does Staff feel the proposed amount and amortization period are appropriate? 

Staff believes that $50,000 for each system is an appropriate amount for the Company’s rate 

case expense. However, Staff believes that the rate case amount should be normalized rather 

than amortized over three years rather than five, with test year expense of $1 6,667. 

Why does Staff believe that rate case expense should be normalized over three years 

rather than five? 

Staff believes that the Company should apply for new rates in three years rather than five in 

order to report activity of the proposed standpipe. Staff will make the appropriate 

recommendation. 

Operating Income Adjtrstment No. 7 - Income Tax Eqense 

Q. 
A. 

Q- 
A. 

What amount does Staff recommend for income tax expense? 

As shown on schedules JLK-W7, JLI<-W8 and JLK-W13, staff recommends negative 

$1,379 as adjusted test year income tax expense, based upon Staffs adjustments to the 

Company’s income. 

How did Staff calculate income tax expense for the Company? 

Staff applied the statutory state and federal income tax rates to Staffs taxable income. 

Income tax expenses for the test year and recommended revenues are shown in Schedule 

JLI<-W2. Staffs test year income tax expense is different from the Company’s due to 

differences in taxable income resulting from differences in operating expenses. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2t 

Direct Testimony of Jorn L. Keller 
Docket No. WS-04235A-13-0331 
Page 15 

Q. What adjustment does Staff recommend for test year income tax expense for the 

Company? 

Staff recommends increasing test year income tax expense by $685, as shown in Schedule A. 

JLK-W 1 5. 

Operating Income Summary - Wastewater Diflision 

Q. What are the results of Staffs analysis of test year revenues, expenses, and operating 

income? 

As shown in Schedules JLI<-WW6 and JLI<-wW7, Staffs analysis resulted in test year 

revenues of $119,464, expenses of $203,370 and operating income of negative $83,906. 

A. 

Operating Income Adjzlstment No. 1 - Other Operating Reventre 

Q. 
A. 

Q. 
A. 

How did USL calculate Other Operating Revenue? 

Per the Company’s responses to Data Requests No. 2.9 and 3.4, all other water revenue is 

recorded in account number 474. The account balance consists of NSF fees, security 

deposits, late fees and start up fees, with a test year ending balance of $12,315. As shown on 

the Company’s Adjustment Number 7, Exhibit C-2, I?. 8, security deposits in the amount of 

$1,612 were removed, and the balance of $10,522 was divided equally between the systems 

and entered as Other Water Revenue. 

Does Staff agree with the Company’s calculation of Other Operating Revenue? 

No. A review of account number 474 shows that test year security deposits in the amount of 

$5,252 were deposited to the account, leaving a balance of $6,888 or $3,442 per system as 

Other Water Revenue. 
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Q. What is Staffs recommendation? 

A. Staff recommends adjustments reducing Other Water Revenue from $5.261 to $3,441 for an 

adjustment of $1,820. 

Operating Income Adjustment No. 2 - Water Testing Expense 

Q- 

A. 

Q. 
A. 

What amount does USL propose for water testing expense for the Wastewater 

Division? 

The Company proposes $5,669 as shown in Schedule C-1, P. 2. 

What is Staffs recommendation? 

Staff recommends $14,527 in water testing expense as stated on pages 18 and 19 of the 

Engineering Report. This increases water testing expense by $8,858 to $14,527 as shown on 

Schedule JLK-9. Staff found that a number of wastewater tests had been attributed to the 

water system. 

Operating Income A$usttment No. 3 - Automobile Expense 

Q. 
A. 

Q. 
A. 

Where can USL’s expense for automobile usage be found? 

Test year automobile usage expense for the Wastewater Division was found in Miscellaneous 

Expense, Account 775. 

How much is the Company’s Automobile Expense and what does it consist of? 

In reply to Data Request No. 3, USL stated that an employee was reimbursed $500 per 

month for using her personal automobile for errands, to attend meetings in Bellemont and to 

make deliveries for the Company. 



10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Direct Testimony of Jorn L. Keller 
Docket No. WS-04235A-13-0331 
Page 17 

Was the response to the Data Request accurate? 

Staff examined the Company’s test year general ledger and found that reimbursement for auto 

expense in the amount of $6,500 or $3,250 per system was paid to this employee. This is 

$542 per month. 

Does Staff believe the amount recovered was reasonable? 

No. The Internal Revenue Service’s approved rate for business automc-ile expense for 2012 

was $.5552 per mile. At this rate, approximately 11,700 miles would have been driven. This 

number of miles appears to be excessive since this equates to almost 50 miles driven per 

business day. 

What is Stafl’s recommendation? 

In the response to Data Request No. 3.3, USL replied that the employee used a personal car 

from offices in Queen Creek to the systems in Bellemont. Staff recommends annual 

automobile reimbursement of $3,000 or $1,500 per system. This amount will provide mileage 

reimbursement for six annual round trips, one round trip every other month, to Bellemont, 

plus 3,600 additional business miles. The adjustment is a decrease in miscellaneous expense 

in the amount of $1,750. 

Operating Income Adjtcstmeent No. 4 - TeLtpbone Expen~e 

Q. 

A. 

What telephone expense does USL propose? 

The Company’s telephone expense is included in Miscellaneous Expense. T h ~ s  expense is 

reflected in general ledger accounts 675.2 and 775.2. Per the response to Data Request 3, 
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four telecommunications providers are used, with Verizon and AT&T contracted for cellular 

phone service. 

Q. 
A. 

Q- 
A. 

What amounts are paid for cell phone service? 

According the Company’s general ledger, test year payments to Verizon and AT&T totaled 

$4,732 per system for a total of $9,464. 

What is Staffs recommendation? 

Staff believes that the cell phone charges are excessive. As stated in Data Request No. 3, 

USL has two managing members and two full tine contract employees. This equates to over 

$2,000 per managmg member and full-time contractor per year. Even considering part time 

employees, the bill is over $1,500 per person per year. One half of the proposed amounts or 

$2,366 per system appears appropriate. 

Operating Income Aajuttment No. 5 - Depreciation Eqense  

Q. 

A. 

Q- 
A. 

Q. 

A. 

What amount does USL propose for depreciation expense for the Wastewater 

Division? 

The Company proposes $45,744 as shown in Schedule C-1, P. 2. 

What amount does Staff recommend for depreciation expense? 

Staff recommends $46,414, an increase of $670, as stated in Schedule JLK-WW12. 

Why does the depreciation expense of Staff and the Company differ? 

The difference lies in the calculation of the composite rate for the amortization of 

Contributions In Aid of Construction (“CIAC”), which is deducted from depreciation 

expense. 
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Operating Income A4ushvent No. 6 - Rate Case Eqense 

Q- 
A. 

Q. 
A. 

Q- 

A. 

What amount does the Company propose for rate case expense? 

The Company proposes $50,000 for rate case expense to be amortized over five years. Test 

year expense is $10,000. 

Does Staff feel the proposed amount and amortization period are appropriate? 

Staff believes that $50,000 for each system is an appropriate amount for the Company’s rate 

case expense. However, Staff believes that the rate case moun t  should be normalized over 

three years rather than amortized over five, with test year expense of $1 6,667. 

Why does Staff feel that rate case expense should be normalized over three years 

rather than five? 

Staff believes that the Company should apply for new rates in three years rather than five in 

order to report activity of the proposed standpipe. Staff will make the appropriate 

recommendation. 

Operatimg Income A4ushent No. 7 - Income Tax Eqense 

Q. 
A. 

IX. 

Q. 
A. 

What amount does Staff recommend for income tax expense? 

As shown on schedules JLIC-WW6, JLK-WW7 and JLK-WW13, staff recommends negative 

$15,728 as adjusted test year income tax expense, based upon Staffs adjustments to the 

Company’s income. 

WATER STANDPIPE 

Does USL plan to open a standpipe operation for bulk water sales? 

Yes. The Company stated in its response to Staff Data Request No. JLIC 6.6 that it plans to 

open a standpipe bulk water delivery station on September 1,2014. 
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A copy of Staff Data Request No. JLK-6 along with the Company’s response to each 

question is attached as Attachment No. 1 for reference purposes. 

Q. 
A. 

Q. 

A. 

Q- 
A. 

What is USL’s proposed standpipe tariff rate? 

USL is requesting approval of a standpipe tariff of $21.75 per 1,000 gallons of water 

delivered. This proposed rate is up from $10.35 per 1,000 gallons currently authorized by the 

Commission for “bulk” water sales. 

In Staffs opinion, has the Company provided adequate and acceptable support for the 

reasonableness of its proposed $21.75 per 1,000 gallon rate? 

No. The Company has provided virtually no support for a change to the existing rate for 

standpipe sales. However, Staff is w&ng to continue recommending approval of the 

previously approved rate for such services since this rate was approved in a prior Commission 

Decision. 

What is the basis -33: Staffs recommendation? 

The many open and unanswered questions related to the Company’s proposed standpipe rate 

increase are concerning to Staff, and Staff believes that the standpipe facility could be a 

sipficant source of additional revenues to the Company. None of the financial ramifications 

associated with offering this new service are addressed in the Company’s pending rate 

application. 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

Q. 

A. 

Mr. Keller, did the Company discuss its plans to start offering this new standpipe 

service in its pending rate application? 

No. The plans to start offering this new service and certain elements of information related 

to the Company’s investment in its standpipe facilities surfaced as a result of Staffs discovery 

efforts in this case. For the most part, the Company’s initial application acknowledges the 

existence of this planned service only by including the word “standpipe” in its list of present 

and proposed rates. 

Did the Company include any anticipated revenues from this standpipe service in its 

proposed rate increase proof of revenues? 

No. The only water sales volumes and related revenues included in the Company’s 

application for bulk sales relate to the annualization of a small level of construction activity- 

related test year sales. 

Specifically where can this be seen in the Company’s application? 

On line 6, page 1 of the Water Division Schedule H-2 supported by Mr. Bourassa, the 

Company shows $290.19 in actual test year construction activity-related sales and $612.02 in 

annualized pro forma revenues using the Company’s requested rate increase. 

Did Staff inquire as to the level of expected sales volumes associated with this new 

standpipe facility? 

Yes. Staff asked for expected sales volumes in Staff Data Request No. 6 which again is 

attached to my direct testimony. 

projections or the ability to make them accurately. 

The Company’s response was that they have no such 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

Does Staff believe the standpipe facility has the potential to generate signrficant 

revenue for the Company? 

Yes, according to the Certificate of Approval issued by the Arizona Department of 

Environmental Quality, the maximum estimated water demand for the standpipe is 200,000 

gallons per month. At the proposed standpipe rate of $21.75 per 1,000 gallons, the facility 

could generate $52,200 per year, which is equivalent to 14 percent of the Company’s 

proposed annual revenue. 

Obviously the actual level of revenues will depend upon the rate approved for such bulk 

deliveries and upon demand for such bulk water. While it is true that the new standpipe 

facility and standpipe service evolved after the end of the Company’s chosen test year, the 

eminent initiation of the offering of this service to the public cannot, and should not, simply 

be ignored because this is a post-test year operational change. 

Within its filed rate application, did the Company identify the investment it has in its 

standpipe facility? 

No. Staff did ask for investment information in Data Request No. JLK 6.10 and the 

Company’s response provides some support for a portion of the Company’s investment but 

the total ultimate cost has not been revealed or been established by the Company. 

Did the Company provide operating costs related to this facility? 

No. Though again, in response to Staff Data Request No. JLK 6.18, the Company did 

indicate that it would require a “vast amount of power to lift water to the standpipe.” 

Has Staff been provided with any details regarding the engineering and operational 

features associated with this facility? 
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A. 

Q. 

A. 

Q. 

A. 

Q- 

A. 

Yes. In addition to the facility description contained in the Company’s response to Data 

Request No. JLK 6, Staff has also been provided with a picture of this facility, which shows a 

two lane facility apparently capable of delivering water simultaneously through both a four 

inch pipe and through a six inch pipe. A copy of that photograph is attached as Attachment 

2. 

Did the Company provide any economic study support related to the need for this 

service, or provide the results of any business plan supporting the economic viability 

of making an investment in such a facility? 

No. In Staff Data Request No. JLK6.8, USL was asked to provide a copy of the Company’s 

business plan related to this business venture. The Company’s simple response was that “the 

Company has no such plan drafted.” This  statement by the Company defies good business 

logic. 

Did the Company identify the source of water to be delivered through this standpipe 

facility? 

In response to Staff Data Request No. 6, the Company indicates that the standpipe facility is 

connected to its main dmibution system and that all wells will effectively be used to support 

water deliveries through the new bulk delivery facility. That would include well # 4, which 

was previously included in the Company’s rate base but is now viewed by USL as 

representing capacity for future customers. 

Would USL be harmed financially by a Commission Decision to keep the currently 

approved bulk sales/standpipe rate in place? 

No. “he Company’s proof of revenues related to the level of annual revenues requested and 

Staffs proof of revenues relates to its recommended annual revenue both accommodate full 
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Q. 

A. 

X. 

recovery of the Company’s annual revenue requirement, based upon billing determinants 

that do not include sales volumes from this standpipe facility. 

Since it is unclear how much revenue might be generated from water sales through 

the standpipe facility, and the record in this docket does not contain support for the 

ultimate level of investment in this facility, the operating costs associated with this 

facility, or the impact this facility might have on the availability of water for other 

customers, are there other recommendations Staff is making with regards to the 

existence of this new facility? 

Yes. Staff recommends that the USL be ordered to file a new rate case by June 1,2016, based 

upon a 2015 test year so that the reasonableness of the ACC-approved rate for standpipe 

sales can be fully supported by the Company, and so that the rates charged to other 

customers can be re-evaluated in light of the economic considerations resulting from the 

Company’s decision to b d d  this facility and to offer h s  new service. 

KATE DESIGN 

Rate Design - Water 

Q. 

A. 

Q. 
A. 

Has Staff prepared a schedule summarizing the present, Company proposed, and 

Staff recommended rates and service charges? 

Yes. Schedule JLK W-17 provides a summary of the Company’s present, Company’s 

proposed, and Staffs recommended rates. 

Please summarize the present rate design. 

Customer class is distinguished by meter size. The monthly minimum charges vary by meter 

size. The commodity rates are based on an inverted three-tiered rate design. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Please summarize the Company’s proposed rate design. 

Customer class is distingwshed by meter size. The monthly minimum charges vary by meter 

size.. The commodity rates are based on an inverted three -tier rate design. The Company’s 

proposed rates would increase the typical residential 3/4-inch meter bill with a median usage 

of 3,500 gallons from $35.30 to $69.95, for an increase of $34.65 or 98.14 percent as shown 

on Schedule JLK W-18. 

Please summarize Staff’s recommended rate design. 

Customer class is distinguished by meter size. The monthly minimum charges vary by meter 

size. Staffs 

recommended rates would increase the typical residential 3/4-inch meter bill with a melan 

usage of 3,500 gallons from $35.30 to $61.00 for an increase of $25.70 or 72.80 percent, as 

shown on Schedule JLK W-18. 

The commodity rates are based on an inverted three- tier rate design. 

Did the Company propose any changes to its Meter and Service Line Charges? 

Yes. The Company has removed its Establishment and Reconnection after hours fees. Staff 

recommends approval of these changes. It recommended service charges that are the same as 

the Company’s. Both the Company-proposed and the Staff-recommended changes are 

shown on Schedule JLK W-17 and are discussed in the testimony of Staff witness, Michael 

Thompson. 

Rate Design - Wastewater 

Q. Has Staff prepared a schedule summarizing the present, Company proposed, and 

Staff recommended rates and service charges? 

Yes. 

proposed, and Staffs recommended rates. 

A. Schedule JLK WW-16 provides a summary of the Company’s present, Company’s 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please summarize the present rate design. 

Customer class is distinguished by meter size. There are no monthly minimum charges. The 

commodity rates are based on usage per thousand gallons. 

- 

Please summarize the Company’s proposed rate design. 

Customer class is distinguished by meter size. Monthly minimum charges are added, and they 

vary by meter size. The 

Company’s proposed rates would increase the typical residential 3/4-inch meter bill with a 

median usage of 3,500 gallons from $20.44 to $71.59 for an increase of $51.15 or 250.22 

percent as shown on Schedule JLK WW-17. 

The commodity rates are based on a single-tier rate design. 

Please summarize Staff’s recommended rate design. 

Customer class is distinguished by meter size. The monthly minimum charges vary by meter 

size. Residential users are charged a monthly minimum of $65 per month and no usage 

charge. All other users are charged a monthly minimum and a single commodity rate of 

$11.28 per 1,000 gallons. Staffs recommended rates would increase the typical residential 

3/4-inch meter bill with a median usage of 3,500 gallons from $20.44 to $65.00 for an 

increase of $44.56 or 218 percent, as shown on Schedule JLKWW-17. 

Did the Company propose any changes to its Meter and Service Line Charges? 

Yes. The Company has removed its Establishment and Reconnection after hours fees. Staff 

recommends approval of these changes. It recommended service line charges that are the 

same as the Company’s. Both the Company-proposed and the Staff-recommended charges 

are shown on Schedule JLK WW-17, and they are discussed in the testimony of Staff witness, 

Michael Thompson. 
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XI. 

Q. 

A. 

Q- 

A. 

Q 
A. 

Q. 

A. 

SERVICE CHARGES 

Did the Company propose any changes to the service charges for the Water and 

Wastewater systems? 

Yes. The Company proposes to discontinue the Re-establishment (After Hours) charge and 

the Reconnection (Delinquent - After Hours) and to add an After Hours Charge of $35. 

Does Staff agree with the Company’s proposal to discontinue the $50.00 Re- 

establishment (After Hours) Charge and the $55 Reconnection (Delinquent - After 

Hours) and to add a $35 After Hours Charge? 

Yes. 

What other Service Charge changes does Staff recommend? 

Staff recommends that the present Establishment Charge be increased from $20.00 to $30.00 

and that the present Reconnection (Delinquent) Charge be reduced from $50.00 to $25.00. 

Does this conclude your direct testimony? 

Yes, it does. 



ATTACHMENT 1 



COMMISSIONERS 
BO8 STUMP- Chairman 

GARY PIERCE 
BRENDA BURNS 

BOB BURNS 
SUSAN BITTER SMITH ARIZONA CORPORATION COMMlSStON 

JODI JERICH 
Executive Director 

Re: Staffs Sixth Set of Data Requests to l h i l i t y  Source, LLC 
Docket No. \;CrS-O4235.4- 13-02> 1 

Dear Mr. Wene: 

Please treat this as StafFs Sixth Set of Data Recpests to LJtility Source, LLC in  the above 
matter. 

For purposes of this data request set. the words "Ut.ility Source," "Company," "you,-" and 
"yotlr" refer to Utility Source, LLC and any representative, including every person and/or entity 
acting with, under the coiitrol of, or on behalf of Ut.ility Source, 1-L.C. For each answer, ple.ase 
identify by iianie, title, and address cadi person providing .information that forms the basis for 
the response provided. 

These data requests are continuing, and your  a1mm-s or any documents supplied i n  
r:esponse to these data requests sho~tld be supple.riienled with any addit.ioiia1 inforimxioil or 
doc.unieiits that come to your attention afier you haw provided your initial responses. Plensc 
re.spond within ten calendar days of your receipt of the copy of this ktter. However, if you 
require additional time; please let us kno\v. 

(1 ) Jorn L. l<ellei-, Lltilities Ilivision: Arimna Corporation Chmmission, 1200 West 
Washington Street, Phoenixl Arizona 85007. jlieller~~!aZcc.rroV 

Wesley C. Van Cleve, Legal Division, Arizona Corporation Commission, 1200 
!,Vest Washington S keet, Phoenix, Arizona 85007. \ ~ : v a n c l e \ ; e ~ . ~ c c . ~ - ~ ~  

(2) 

WCVC:rbo 
Enc. 
cc: .lorn Kei1e.r 

A t1 o rne y s I-. ega 1 1:) i 11 is i o 11 
(602) 54-2-3402 



Subject: All information responses should ONLY be provided in searchable I'DF, XIOC or 
EXCEL files vis ernail o r  electronic media. 

J L K  6-1 Five Year Revenue and E.xpense Projections - In regard to the newl~-co~isirucrecl 
standpipe, please provide a five-year projection of anticipated revenues and 
expenses (i.e.: for each year beginning in 2014 and going through the end of 
201 9j. As part of your response, pleas:: provide the following: 

a. Revenues - For each year of the prc)jec.tioii, please provide a c.alculacion 
showing liow the future reve1iiie.s were determined. The c.alculation 
should include the total number of gallons sold (hi thousands) and the 
price at which the gallons are sold. Aiso, please explain all assuiiipt.ions 
used i.n the development. of these reveme forecasts (e-g.. increases i n  
gallons sold from year over year), and please provide all suppofling 
doc u tiien lat i o n. 

b. Expenses - For each year of the pro-jection, please provide a calculation 
showing how the. expenses were calculated.. Please identif'?, each expense 
separately and provide a calculation showing how the: expense was 
derived. Also, please explain all assumptions used i n  iiioking these 
expense projections, and please provide suppoi-tiiig documentation for 
each expense. 

I. For depreciation expense, please ideiilify all plant (i.e. standpipe 
and an!; other p h t  or facility needed t o  a.dequately operate the 
standpipe by NA1I.L.C plant account ~ iuniber ,  gross cost of plant, 
accumuialed depreciation on each item of plant, and deprec.ia.tion 
rate used. 

JI,K 6-2 Sources of Water for Standpii7e - Identify the source, or sources of waler to be 
used in conjunction with this standpipe/water distribution center. If more than 
one well will be used. please p r w i d e  an estimate of the annual water wlutnes 
coming from each well. 

.ILK 6-3 Wells Hooked Up To StaiidlGs - Identify all wells currently hooked u p  to this 
standpipdwater distribution center. or expected lo be hooked LIP m,heii the fiicilit>, 
beconies operational. 

J L K  6-4 Map of Standpipe Locaiion - Provide a map sliowing where in the Company's 
CXN this new standpipe facility is iocated. ~:hel-e all Company water wells are 
located, and clearly note all  water lines thal will be used to supply water 
deliveries froxn this water distribution ce.nter. 



. . 

Subject: All inrormation responses should ONI,Y he pi-ovidcd in scni-ch:~bIe PDF, 1>.0(7 or 
KXCEL files \liil email or eIeclronic media. 

.ILK 6-5 

JI,K 6-6 

,JI,K 6-7 

JLK 6-8 

J1.K 6-9 

J L K  6-1 0 

Mains and Servi_ce Lilies for S t a i i d ~ E  - Using the map provided in response to 
Staff Data Request JLK 6 4 %  please identify all maills and/or service lines that 
were added in order to provide wafer to this water distribution center. Identify 
and fully document all costs/investnients associated with these main and/or 
service line additions. 

@enin$ Dale of S tands i s  - Picase provide the date h a t  the Conipaiiy belie\.es, 
or ptaiis, to have this standpipe available to serve the public? 

Monthlv Stnndp_H?e Sales Activitv - -  Please provide the stand pipe sales activity to 
Staff via einail for each month from tlie irionth the standpipe is open to the public 
until tlie date of the open nieeting related to the Coinmission's approval of the 
Conipauy's request i n  Ilocket No. 13-033 1. 

13usiness Plan - Please provide a full and coniplere c-opy of the Conipany's 
business pian regarding the newly constructed standpipe. This Busin~lss Plan 
should include a list of all operational and financial assumptions made in [lie 
developmiit of this Business Plan. Also, please provide sensitivity analyses 
related to possible. variances in the assumptions dri,ving antici Fated Business Plan 
results. These assumptions would be expe.cted to include sales volumes estimates, 
operating cost estimates: billing rate assumptions. Provide n copy of al I 
supporting schedules in Excel format with fidly- functional forniulas. 

- Engineering l~escription of Standpipe - Provide a full engineering description of, 
and facility design plan for, the standpipe/u*ater distrib~ition center's operational 
con ii g u rat i on s . 

Cost of the Standpipe/U7ater Distribution Center, Remainder of Invoices I n  
reference to Conipany's answer to Data Request .JLK 4.6, is tlie standpipe the 
only plant classified as Construction Work in Progress (CWIP totals 
S74.120.55)? Company receipts provided in answer to Ilata Request JLK 2.2. 
include the following receipts that appear to be associated with construction of the 
standpipe. 



Subjed: All inf'orrn:rtion responses should ON1,Y be provitlcd. in searchable PDV, DOC1 or 
EXCEL files via ernail o r  electronic media. 

2/4/2010 Water Products. Net  

3/ 18/2010 Water Products. Net 
4/16/2010 Pam Synod 

?/2010 Water  Products.Net 
6/24/2010 Ninyo Moore 
4/21/2010 Shephard Wesnitzer 
5/21/2010 She p h ard Wes ni tze r 
4/29/2009 Spectrum Grp 

Standpipe $10,000 

Landscape Design 425 

Standpipe Svc. 2,500 

Standpipe Svc. 753 

Enclosure 3,341 

Standpipe 36,684 

Standpipe plans 1,748 

lift station 358 
$55.809 

a. Please explain the difference in t l x  total o f  the receipts and the total cost 

included in CWIP and provide copies of any additional invoices 
supporting 1he rota! cost claimed by the Company. 

b. ' Receipts submitted by the Company indicate that distribution iimins were 
replaced in 201 I at a cost of % 14,422. Where \\;'ere these mains installed'! 
Were the.); associated with construc.tion of the standpipe? 

Customers and/or Potential C.ustoiners - Please jdentify aH customers or potential 
customers for the standpipe and the anticipated monthly AND annual sales fiom 
each custorner. Please provide copies of aiiy contracts, cred.it applica~ions., 01: 

facility use card appiicattions. Please provide copies of'con-espolldelice writien io 
or received from the actual and/or potential customer. 

Sec.urity Dqnosits for Standp& - Explain how, or if, the Conipmny is going to 
require swuritg deposits fi-oiii potential custol?lers. Provide a copy of all se.curity 
deposit forms to be used by the Company. Have such forms or tariffs been 
submitted to the ACC for review and approval? Please explain. 

Standpipe Payment Cards and Water Delivery Billing Oueslions - Please answer 
or provide the following: 

a. Please provide a11 docuiiieiitation concerning the C~oiiipruiy's standpipe 
payment or pre-payment delivery lracking and billing cards. 

b. Please state wliellier the c.ost l o  citstoivers will be based on actual gallons 
sold (e.g. customer pumps 1;025 gallons and pays for 1,025 gallons) or 
rouncied up/down gallons (e.g. customer pumps 1,025 gallons but pays f o r  
2 ~ 000 gai Ions> 

http://Products.Net


L I 

Sub,jccl: A11 intorrmrtion rcsponses should ONI,Y be pi-ovided in searchable I'IIF, D O C  o r  
EXCEI, filcs via email or clectroiiic media. 

C. Please state what iiienns of payiiient will be accepled (e.g. Credit card, 
i' re-pai d card, hlon t 111 y hi 11 i ng). 

Financing for StandpiE - Please state how 1-he standpipe facility was financed 
and the ternis of tlie Ilinoncing. Please provide all supporting documentation. If 
main extensions or other services fines were installed to direc.rly or indirectly 
serve this distribution center, please explaiii 11ow the investment's in these lilies 
were financed? 

ADE@ - liequii-ements - What are the AUEQ requirenieiits for the standpipe'? 
Have these requiremenls been mei? Provide a copy of both the ADEQ .4pproval 
10 Construct this facility and a copy of the ADEQ Approval of Constructjon 
related to this hcility. 

Standpipe and CC&N - If not clearly addressed or explained in  the Business Plan 
submitted in response to Staff Data Request JLK 6-8. please provide data i n  
support of tlie need for a standpipe i n  the community or communities to be 
served by tliis facility. Was i t  I-equesttd by existing ratepayers'? If so, please 
ex p lai n . 

- C o m o n d e n c e  Regarding Standpipe Service Availability- Provide a copy o f  all 
letters or other correspondence generated by the Clompany to aimounce or market 
the availability of this new facility? Identify the c.osts incurred in developing or  
sending out these annouiicenients and identify how, and when, these costs were 
recorded 011 the Company books and records'? 

Reasonableness of Proposed Standpipe Rate - Please provide full support for h e  
reasonableness of the Coii-ipan.y's request for a tariffed billing rate of $2 1 .75 per 

1,000 gallons for the deliveries through this new water distribution center. 

Revenue for Standpipe - Explain where i n  the Conipany's pending rale 
application and proof of revenues, the additional revenues from this \vatu 
distribution center liave been quantified and identified. 

Portion of Well No. 4 Re1aLe.d to Standpipe - Skiff notes that t.he Conipany's 
investment in weil i' 4 was approxiinately S730.000 at h e  titine of  the last rate 
case and this investment 1eve.l kias now grown to almost rj1,500,000. Idizntify and 
h l i y  explain and discuss 11ie portion of this incrernental investnieni made in 
whole, or i n  pan, to support waler deliveries through this new distributioii center? 
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IN THE MATTER OF THE APPLICATION 
OF UTILITY SOURCE, LLC, AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN 
ITS WATER AND WASTEWATER RATES 
AND CHARGES FOR UTILITY SERVICE 
BASED THEREON. 

Steve Wene, No. 019630 
MOYES SELLERS & HENDRICKS LTD, 
1850 N. Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 

swene@law-rnsh.com 
Attorneys for Utility Source, L.L.C. 

(602)-604-2 189 

DOCKET NO: WS-04235A-13-033 1 

RESPONSE TO STAFF’S 
SIXTH SET OF 

DATA REQUESTS 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS, 
BOB STUMP, CHAIRMAN 
GARY PIERCE 
BOB BURNS 
SUSAN BITTER SMITH 
BRENDA BURNS 

Utility Source, L.L.C. (“Company”), hereby responds to Staff’s sixth set of data 

requests as follows: 

JLK 6.1 
constructed standpipe, please provide a five-year projection of anticipated revenues and 
expenses (Le., for each year beginning in 2014 and going through the end of 2019). As 
part of your response, please provide the following: 

Five Year Revcnuc and ExDense Projections - In regard to the newly- 

a. Revenues - For each year of the projection, please provide a calculation 
showing how the future revenues were determined. The calculation should include the 
total number of gallons sold (in thousands) and the price at which the gallons are sold. 
Also, please explain all assumptions used in the development of these revenue forecasts 
(e.g., increases in gallons sold from year over year), and please provide all supporting 
documentation. 

1 

mailto:swene@law-rnsh.com


b. Expenses - For each year of the projection, please provide a calculation 
showing how the expenses were calculated. Please identify each expense separately and 
provide a calculation showing how the expense was derived. Also, please explain all 
assumptions used in making these expense projections, and please provide supporting 
documentation for each expense. 

i. For depreciation expense, please identify all plant (Le., standpipe 
and any other plant or facility needed to adequately operate the standpipe by NARUC 
plant account number, gross cost of plant, accumulated depreciation on each item of 
plant, and depreciation rate used. 

Response: 
ability to answer these questions accurately at this time and any such answers would 
be speculative. 

The Company does not have such projections. The Company has no 

JLK 6.2 
be used in conjunction with this standpipe/water distribution center. If more than one 
well will be used, please provide an estimate of the annual water volumes coming from 
each well. 

Sources of Water for Stanrip& - Identify the source, or sources of water tc 

Response: 
deliver water to the system, including the standpipe. The Company's well use will 
be consistent with previous practices. 

Groundwater. The standpipe is connected to main system. All wells 

JLK 6.3 
this standpipe/water distribution center, or expected to be hooked up when the facility 
becomes operation. 

Wells Hooked "L):, To StandpLe - Identify all wells currently hooked up to 

Response: 
supplied through the system. 

A11 wells are connected to the system and the standpipe water is 

JLK 6.4 
Company's CCN this new standpipe facility is located, where all Company water wells 
are located, and clearly note all water lines that will be used to supply water deliveries 
from this water distribution center. 

Map of S t a n d r ~ x  Location - Provide a map showing where in the 

Response: 
location is set forth in Attachment 6.4. 

No such map exists. A plan showing the location of the standpipe 

JLK 6.5 Mains and Service Lines for StandpiE - Using the map provided in 

2 
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28 

response to Staff Data Request JLK 6.4, please identify all mains and/or service lines that 
were added in order to provide water to this water distribution center. Identify and fully 
document all costs/investments associated with these main and/or service line additions, 

Response: See Attachment 6.4 No transmission lines were necessary because the 
standpipe is adjacent to the storage tank and booster station. 

JLK 6.6 
believes, or plans, to have this standpipe available to serve the public? 

Response: September 1,2014. 

Opening; Date of Standpigg - Please provide the date that the Company 

JLK 6.7 Monthly Standpipe Sales Activity - Please provide the standpipe sales 
activity to Staff via email for each month from the month the standpipe is open to the 
public until the date of the open meeting related to the Commission’s approval of the 
Company’s request in Docket No. 13-033 1. 

Response: No response required at this time. 

JLK 6.8 Business Plan - Please provide a full and complete copy of the company’s 
business plan regarding the newly constructed standpipe. The Business Plan should 
include a list of all operational and financial assumptions made in the development of tlii 
Business Plan. Also, please provide sensitivity analyses related to possibIe variances in 
the assumptions driving anticipated Business Plan results. These assumptions would be 
expected to include sales volumes estimates, operating cost estimates, billing rate 
assumptions. Provide a copy of all supporting schedules in Excel format with fully- 
functional formulas. 

Response: The Company has no such plan drafted. 

JLK 6.9 
description of, and facility design plan for, the standpipe/water distribution center’s 
operational configurations, 

Response: See Attachment 6.4. 

Engineering Description of Standpipe - Provide a full engineering 

JLK 6.10 
In reference to Company’s answer to Data Request JLK 4.6, is the standpipe the only 

Cost of the Standpipe/Water Distribution Center. Remainder of Invoices - 

3 ll 
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plant classified as Construction Work in Progress (CWIP totals $74,120.55)? Company 
receipts provided in answer to Data Request JLK 2.2, include the following receipts that 
appear to be associated with construction of the standpipe. 

2/4/20 1 0 
311 8/20 10 
411 6/20 10 

?I20 10 
6/24/20 10 
412 1/20 10 
512 1/20 10 
4/29/2009 

Water Products.Net 
Water Products.Net 
Pam Synod 
Water Products.Net 
Ninyo Moore 
Shephard Wesnitzer 
Shephard Wesnitzer 
Spectrum Grp 

Standpipe $10,000 
Enclosure 3,341 
Landscape Design 42.5 
Standpipe 36,684 
Standpipe Svc. 2,500 
Standpipe plans 1,748 

Lift Station 358 
Standpipe Svc. 7.53 

$55,809 

a. Please explain the difference in-the total of the receipts and the total cost 
included in CWIP and provide copies of any additional invoices supporting the total cost 
claimed by the Company. 

b. Receipts submitted by the Company indicate that distribution mains were 
replaced in 201 1 at a cost of $14,432. Where were these mains installed? Were they 
associated with construction of the standpipe? 

Response: The Company is not seeking CWIP in rate base. There is no post-test 
year plant requested in rate base. Receipts are set forth in Attachment 6.10. Note 
the invoice paid to Shepard Westnitzer for $1,404.00 was delivered and paid after 
December 31,2009 when Well 4 was put into service. This invoice was erroneously 
placed in CWIP for the standpipe. The mains replaced in 2011 were required for 
Well 4, not the standpipe. 

JLK 6.1 1 
potential customers for the standpipe and the anticipated monthly AND annual sales fion 
each customer. Please provide copies of any contracts, credit applications, or facility use 
card applications. Please provide copies of correspondence written to or received from 
the actual and/or potential customer. 

Customer and/or Potential Customers - Please identify all customers or 

Response: 
rancher and a local KOA summer campground. There are no written contracts. 

The Company anticipates that it will supply bulk water to a local 

JLK 6.12 1 - Explain how, or if, the Company is goin; 
to require security deposits fiom potential customers. Provide a copy of all security 
deposit forms to be used by the Company. Have such forms or tariffs been submitted to 
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the ACC for review and approval? Please explain, 

Response: Technology now allows prepayment and credit card transactions. The 
customer will have to make payment and then take water. If the customer overpays 
for the transaction, that amount will be credited to the customer’s next purchase. 
There are no security deposits per se. 

JLK 6.13 Standpipe Pavnmt Cards and Water Delivery Billing Questions - Please 
answer or provide the following: 

a. Please provide all documentation concerning the Company’s standpipe 
payment or pre-payment delivery tracking and billing cards. 

b. Please state whether the cost to customers will be based on actual gallon 
sold (e.g. customer pumps 1,025 gallons and pays for 1,025 gallons) or rounded up/down 
gallons (eg.  customer pumps 1,025 gallons but pays for 2,000 gallons). 

c. Please state what means of payment will be accepted (e.g. Credit card, Pre- 
paid card, Monthly billing). 

Response: The tracking and billing will be electronic. Unless special 
circumstances warrant, the Company will take credit and debit cards for payment. 
The system will measure actual gallons. 

JLK 6.14 
financed and the terms of the financing. Please provide all supporting documentation. If 
main extensions or other services lines were installed to directly or indirectly serve this 
distribution center, pIease explain how the investments in these lines were financed? 

FinancinP for Standpipe - Please state how the standpipe facility was 

Response: 
of credit from the owner. As previously explained, the Company was unable to pay 
the owner within a year due to the lack of sufficient funding. No main extensions 
were needed to connect the standpipe to the existing system. 

The standpipe was constructed using Company investment and a line 

JLK 6.15 
standpipe? Have these requirements been met? Provide a copy of both the ADEQ 
Approval to Construct this facility and a copy of the ADEQ Approval of Construction 
related to this facility. 

ADEO - Requirements - What are the ADEQ requirements for the 

Response: 
Construction. The Company has not received the Approval of Construction. See 

ADEQ requires an Approval to Construct and Approval of 
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Attachment 6.4. 

JLK 6.16 
Business Plan submitted in response to StaEData Request JLK 6-8, please provide data 
in support of the need for a standpipe in the community or communities to be served by 
this facility. Was it requested by existing ratepayers? If so, please explain. 

Response: 
there is no need for them to haul water. Therefore, they did not request the water 
hauling standpipe. Water haulers and contractors have made the request for the 
service. 

Standpipe and CC&N - If not clearly addressed or explained in the 

Existing ratepayers receive water through the distribution lines, so 

JLK 6.17 Concsmndcncc Reearding standpipe Service Availabili tv - Provide a cop! 
of all letters or other correspondence generated by the Company to announce or market 
the availability of this new facility? Identify the costs incurred in developing or sending 
out these announcements and identify how, and when, these costs were recorded on the 
Company books and records? 

Response: The Company has not marketed the standpipe operation. 

JLK 6.18 Reasonableness of Proposed Standnipe Rate - Please provide full support 
for the reasonableness of the Company’s request for a tariffed billing rate of $21.75 per 
1,000 gallons for the deliveries through this new water distribution center. 

Response: The Company will need to recoup its investment. Further, the supply 
wells are deep and require a vast amount of power to lift water to the standpipe. 
Consistent with common practices adopted by this Commission, the standpipe rate 
is the highest commodity rate. 

JLK 6.19 Revenue for Standpipe - Explain where in the Company’s pending rate 
application and proof of revenues, the additional revenues from this water distribution 
center have been quantified and identified. 

Response: 
sales. The Company has made no pro forma adjustments for bulk water sales 
because it is not known and measurable. 

The Company’s bill count includes approximately $3,500 in bulk watei 

;ILK 6.20 
Company’s investment in well #4 was approximately $730,000 at the time of the last ratt 
case and this investment level has now grown to almost $1,500.000. Identify and fully 

Portion of Well No. 4 Related to Standtipe - Staff notes that the 
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:xplain and discuss the portion of this incremental investment made in whole, or in part, 
o support water deliveries through this new distribution center? 

tesponse: Well No. 4 was in no way developed for standpipe operations. 

RESPECTFULLY SUBMTTTED this 7th day of August, 20 14. 

MOYES SELLERS & HENDFUCKS LTD. 

Steve Wene 

. .. 

2opies of the foregoing electronically 
;ent this 7th day of August, 2014 to: 

lorn L. Keller, Utilities Division 
keller@,azcc. gov 

Wesley C. Van Cleve, Legal Division 
iwancleve@,azcc.gov 
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UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

REVENUE REQUIREMENT 

LINE 
NO. DESCRIPTION 

Schedule JLK-W1 

[A] [BJ [C] [D] 
COMPANY COMPANY STAFF STAFF 
ORIGINAL FAIR ORIGINAL FAIR 

COST VALUE COST VALUE 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Adjusted Rate Base $ 

Adjusted Operating Income (Loss) $ 

Current Rate of Return (L2 I L1) 

Required Rate of Return 

Required Operating Income (L4 L1) 

Operating Income Deficiency (L5 -E) 

$ 

$ 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 L6) $ 

Adjusted Test Year Revenue $ 

Proposed Annual Revenue (L8 + L9) $ 

Required Increase in Revenue (%) 

1,566,542 

(8,264) 

-0.53% 

11 .OO% 

172,320 

180,584 

1.2650 

228,439 

208,004 

436,443 

109.82% 

$ 1,566,542 

$ (8,264) 

-0.53% 

1 1 .OO% 

$ 172,320 

$ 180,584 

1.2650 

$ 228,439 

$ 208,004 

$ 436,443 

109.82% 

$ 1,594,960 $ 1,594,960 

$ (5,520) $ (5,520) 

-0.35% -0.35% 

9.60% 9.60% 

$ 153,116 $ 153,116 

$ 158,637 $ 158,637 

1.2619 1.2619 

1"J I $ 200,188 1 
$ 206,184 $ 206,184 

$ 406,372 $ 406,372 

97.09% 97.09% 

References: 
Column (A): Company Schedule B-1 
Column (B): Company Schedule B-1 
Column (C): Staff Schedules OCRB, GRCF, N O 1  8 COC 
Column (D): Staff Schedules OCRB, GRCF. TYOl 8 COC 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13d331 
Test Year Ended December 31,2012 

GROSS REVENUE CONVERSION FACTOR 

Schedule JLK-W2 

LINE 
NO. DESCRIPTION [A] [B] [C] [D] 

7 
8 
0 
10 
11 

12 
13 
14 
15 
16 
17 

18 
10 
20 
21 
22 
23 

24 
25 
26 

27 
28 
20 

30 
31 
32 
33 
34 

35 
36 
37 

38 

30 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

Calculation of Gross Revenue Conversion Factor 
Revenue 
Uncollectible Factor (Line 11) 
Revenues (L1 - L2) 
Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I L5) 

Calculation of Uncollectible Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor(L9 * L10 ) 

Calculation of €fictive Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable lmome (L12 - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

Calculation of Effective Prooertv Tax Facto- 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L18 - L l9)  
Property Tax Factor (XXX-18, L24) 
Effective Property Tax Factor (L 21 * L 22) 
Combined Federal and State Tax and Property Tax Rate (L17+LZ) 

Required Operating Income (Schedule JLK-1. Line 5) 
Adjusted Test Year Operating income (Loss) (Schedule JLK-1, Line 14) 
Required Increase in Operating Income (L24 - L25) 

Income Taxes on Recommended Revenue (Col. (D). L52) 
Income Taxes on Test Year Revenue (Col. (B), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Schedule JLK-1, Line 10) 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommended Revenue (L24 " L25) 
Adjusted Test Year Uncollectible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Property Tax with Recommended Revenue (JLK-18, LlO) 
Propelty Tax on Test Year Revenue (JLK-18, L 16) 
Increase in Property Tax Due to Increase in Revenue (x)o(-18. L22) 

Total Required Increase in Revenue (L26 + L30 + L34+L37) 

Calculation of Income Tax 
Revenue (Schedule JLK-15, Col.[C], Line 5 & Sch. JLK-1, Col. [C]. Line IO) 
Operating Expenses Excluding income Taxes 
Synchronized Interest (L47) 
Arizona Taxable Income (L36 - L37- L38) 
Arizona State Income Tax Rate 
Arizona Income Tax (L30 x L a )  
Federal Taxable income (L33 - L35) 
Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second Income Bracket NlA 
Federal Tax on Third Income Bracket NIA 
Federal Tax on Fourth Income Bracket N/A 
Federal Tax on Fiflh Income Bracket N/A 
Total Federal Income Tax 
Combined Federal and State Income Tax (L35 + L42) 

100.0000% 

100.0000% 
19.0880% 
80.0120% 
0.0000% 

n 

100.0000% 
3.1486% 

86.8514% 
17.3868% 
16.8304% 
19.0880% 

100.0000% 
10.9880% 
80.0120% 
0.0500% 

0.007680703 
20.7560% 

s 153,116 
s (5,520) 

$ 158,637 

$ 38.250 
$ (1,379) 

$ 30,620 

$ 406,372 
0.0000% 

s 
s 

$ 0,386 
s 7,454 

$ 1,922 

$ 200.187 

STAFF 
Test Year Recommended 

$ 206,184 $ 200,188 $ 406,372 
213,083 1,022 215,005 

$ (6.899) $ 101,367 
3.1460% 3.1486% 

$ (21 7) $ 6,025 
9 (6.682) $ 185,341 
$ (1.162) 0 32,225 
$ 
$ 
$ 
$ $ 

$ (1,162) $ 32.225 
8 (1,370) $ 38.250 

Applicable Federal Income Tax Rate [Col. (D), L42 - Col. (B), L42]/ [Col. (C), L36 - Col. (A), L30] 17.38880% 

Calculation of lnterest Svmhronization: 
Rate Base (ScheduleJLK-3, Col. IC], Line (17)) 
Weighted Average Cost of Debt 
Synchronized Interest (L45 X L46) 

$ 1,504,961 

$ 
0.00% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W3 

RATE BASE -ORIGINAL COSTlFAlR VALUE 

[A] [B] [C] 
COMPANY STAFF 

LINE AS STAFF AS 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED 

1 
2 
3 

4 

5 

8 

9 

10 

11 

12 

13 

14 

Plant in Service $ 2,496,640 $ - $ 2,496,640 
Less: Accumulated Depreciation 726.406 (49,356) 677,050 
Net Plant in Service $ 1,770,235 $ 49,356 $ 1,819,590 

LESS: 

Net Contribution in Aid-of Construction (CIAC) 0 197,807 20,937 $ 218,744 

Advances in Aid of Construction (AIAC) 

Customer Deposits 5,885 5.885 

Deferred Income Tax Credits 

Total Deductions $ 203.692 $ 20.937 $ 224,629 

ADD: 
Unamortized Finance Charges $ - $  - $  

Deferred Tax Assets 

Allowance for Working Capital 

intentional Left Blank 

Total Additions $ - $  - $  

Original Cost Rate Base $ 1,566,543 $ 28,419 $ 1,594,961 

References: 
Column (A), Company Schedule 8-1 
Column (B): Schedule JLK-4 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

[A] [BI 
LINE ACCT. COMPANY Accurn. Depec. 
NO. NO. DESCRIPTION AS FILED ADJ #1 

Schedule JLK-W4 

[Cl I [D] 
Accum. Amort. STAFF 

ADJ #2 ADJUSTED 

1 
2 
3 
4 
5 

6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 

32 
33 
34 
35 
36 
37 
38 

39 
40 
41 
42 
43 

44 

PLANTIN SERVICE: 

30 1 
302 
303 
304 
307 
310 
31 1 
320 
320.1 
320.2 
330 
330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
340.1 
341 
342 
343 
344 
345 
349 
347 
348 

Organization Costs 
Franchise Costs 
Land & Land Rights 
Structures & Improvements 
Wells & Springs 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plants 
Solutions & Feeders 

Storage Tank 
Pressure Tanks 

Distribution Reservoirs & Standpipes 

Transmission & Distribution Mains 
Services 
Meters &Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant & Misc. Equip. 
Office Furniture & Fixtures 
Computer & Software 
Transportation Equipment 
Store Equipment 
Tools & Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Intangibles 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 
Net Utility Plant in Service (L29 - L30) 

DEDUCTIONS 
Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC (L32 - L33) 
Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Deferred Income Tax Credits 
Total Deductions 

ADDITIONS: 
Unamortized Finance Charges 
Deferred Tax Assets 
Allowance for Working Capital 
Intentional Left Blank 
Total Additions 

ORIGINAL COST RATE BASE 

$ 

210,000 
72,997 

1,353,539 
89,125 
158,711 
5,487 

321,452 

161,632 
86,250 

34,500 

2.947 

$ - $  $ 

210.000 
72,997 

1,353,539 
89,125 
158,711 
5,487 

321,452 

161,632 
86,250 

34,500 

2,947 

$ 2.496.640 $ - $  - $ 2,496,640 
726,406 (49,356) 677,050 

$ 1,770,234 $ 49,356 $ - $ 1,819,589 

$ 294,745 $ - $  - $ 294.745 
96,938 (20,937) 76,001 

$ 197.807 $ - $ 20,937 $ 218,744 

5,885 5,885 

$ 203,692 $ - $ 20,937 $ 224,629 

$ 1,566,542 $ 49,356 $ (20,937) $ 1,594,960 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

W T E  BASE ADJUSTMENT NO. 1 - ACCUMULATED DEPRECIATION 

LINE 
NO. DESCRIPTION 

1 Accumulated Depreciation 

REFERENCES: 
Column [A]: Company Schedule B-2 
Column [B]: Testimony, P. 13 
Column [C]: Column [A] + Column [B] 

Schedule JLK-W5 

[AI P I  [Cl 
COMPANY STAFF 
AS FILED ADJUSTMENT ADJUSTED 

$ 726,406 $ (49,356) $ 677,050 



c 

UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-134331 
Test Year Ended December 31,2012 

RATE BASE ADJUSTMENT NO. 2 -Accumulative Amortization of ClAC 

Schedule JLK-W6 

[AI PI [CI 
LINE COMPANY STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENT ADJUSTED 

1 Accumulated Amortization of ClAC $ 96,938 $ (20,937) $ 76,001 

REFERENCES: 
Column [A]: Company Schedule B-2 
Column [B]: Testimony, P. 9 
Column [C]: Column [A] + Column [B] 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

LINE 
NO. 

Schedule JLK-W7 

COMPANY 
ADJUSTED 
TEST YEAR 

DESCRIPTION AS FILED 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

1 REVENUES: 
2 Metered Water Sales 
3 Water Sales - Unmetered 
4 Other Operating Revenue 
5 Total Operating Revenues 

6 OPERATING EXPENSES: 
7 Salaries &Wages 
8 Purchased Water 
9 Purchased Power 
10 Chemicals 
11 Materials & Supplies 
12 Office Supplies & Expense 
13 Contractual Services - Accounting 
14 Contractual Services - Professional 
15 Outside services 
16 Water Testing 
17 Rents 
18 Transportation Expense 
19 Insurance - General Liability 
20 
21 Regulatory Commission Expense 
22 Miscellaneous Expense 
23 Depreciation Expense 
24 Taxes Other than Income 
25 Property Taxes 
26 Income Tax 

27 Total Operating Expenses 

28 Operating income (Loss) 

Insurance - Health & Life 

$ 202,743 

5,261 
$ 208.004 

$ 

66.787 
1,460 

12,257 
2,399 

20,253 
9.651 

8,107 

2,186 

10,000 
19,976 
57,728 

7,530 
(2,064) 

$ 216,269 

$ (8,265) 

STAFF 
TEST YEAR 

IC1 
STAFF 

TEST YEAR 
AS 

ADJUSTED 

[Dl 

STAFF 
PROPOSED 
CHANGES 

STAFF 

$ $ 202,743 $ 200.188 $ 402,931 

(1,820) 1 3,441 3,441 
$ (1.820) $ 206,184 $ 200.188 $ 406,372 

$ $ - $  

66,787 
1,460 

12,257 
2,399 

(0) 20,253 
9,651 

(6,637) 3 1,470 

2,186 

6 16,667 
4,5 15,860 
2 56,631 

7 7,464 
8 (1,379) 

- $  

66,787 
1,460 

12.257 
2,399 

20,253 
9,651 

1,470 

2,186 

16,667 
15,860 
56,631 

1,922 9,386 
39,629 38,250 

$ (4,564) $ 211,705 $ 41,551 $ 253.255 

$ 2,744 $ (5,520) $ 158,637 $ 153,117 

References: 
Column (A): Company Schedule C-I (TAB IS-ADJ) 
Column (B): Schedule JLKd 
Column (C): Column (A) + Column (B) 
Column (D): Schedules JLK 8 
Column (E): Column (C) +Column (D) 
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UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

OPERATING INCOME ADJUSTMENT NO. I - TEST YEAR REVENUES 

LINE 
NO. DESCRIPTION 

1 Other Operating Revenue 

Schedule JLK-W9 

[AI PI [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENT RECOMMENDED 

$ 5,261 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony JLK-8 
Column (C): Column (A) + Column (B) 

$ (1,820) $ 3,441 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W10 

OPERATING INCOME ADJUSTMENT NO. 2 - DEPRECIATION EXPENSE 

Line 
No. 

ACCT DEPREC. 
- NO. DES C RI PTI ON AMOUNT RATE EXPENSE 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 

31 

32 
33 
34 

Plant In Service 
301 Organization Costs 
302 Franchise Costs 
303 Land & Land Rights 
304 Structures & Improvements 
307 Wells & Springs 
31 0 Power Generation Equipment 
31 1 Electric Pumping Equipment 
320 Water Treatment Equipment 

320.1 Water Treatment Plants 
320.2 Solutions & Feeders 

330.1 Storage Tank 
330.2 Pressure Tanks 

330 Distribution Reservoirs & Standpipes 

331 Transmission & Distribution Mains 
333 Services 
334 Meters & Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 Other Plant & Misc. Equip. 
340 Office Furniture & Fixtures 

341 Transportation Equipment 
342 Store Equipment 
343 Tools &Work Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
349 Communications Equipment 
347 Miscellaneous Equipment 
348 Other Intangibles 

340.1 Computer & Software 

$ 

210,000 
72,997 

1,353,539 
89,125 

158,711 
5,487 

32 1,452 

161,632 
86,250 

34,500 

2,947 

0.00% 
0.00% 
0.00% 
3.33% 
3.33% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
0.00% 

$ 

2,431 
45,073 
4,456 

183 

7,136 

- 
3,233 
2,872 

690 

197 

Subtotal General $ 2,496,640 

Less: Amortization of Contributions $ 294,745 

Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Increase/(Decrease) to Depreciation Expense 

$ 66,270 

3.27% $ 9,640 

$ 56,631 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W11 

OPERATING INCOME ADJUSTMENT NO. 3 -Water Testing 

[AI PI [Cl 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Water Testing $ 8,107 $ (6,637) $ 1,470 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony Engineering Report, P. 16 ) 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W12 

OPERATING INCOME ADJUSTMENT NO. 4 - Auto Expense 

[AI PI VI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Auto Expense $ 3,250 $ (1,750) $ 1,500 

References: 
Column (A), Company Schedule C-2 & Data Request #3 
Column (B): Testimony P. 14 
Column (C): Column (A) + Column (B) 



c 

~ 

[AI P I  [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Telephone Expense $ 4,732 $ (2,366) $ 2,366 

UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-I 3-0331 
Test Year Ended December 31,201 2 

OPERATING INCOME ADJUSTMENT NO. 5 -Telephone Expense 

Schedule JLK-W13 

References: 
Column (A), Company Schedule C-2 & Data Request #3. 
Column (B): Testimony P. 14 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W14 

OPERATING INCOME ADJUSTMENT NO. 6 -Rate C a s e  E x p e n s e  

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Rate Case Expense 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony P. 15 
Column (C): Column (A) + Column (B) 

$ 10,000 $ 6,667 $ 1 6,667 



c 

LINE 
NO. Property Tax Calculation 

UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

STAFF 

Schedule JLK-W15 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAX EXPENSE 

1 
2 
3 
4 
5 
6 
7 
8 
9 

I O  
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule CSB-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

$ 206,184 
2 

41 2,368 
206,184 
618,552 

3 
206,184 

2 
412,368 

- 
- 

412,368 
20.0% 

82,474 
9.0503% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 7,464 
Company Proposed Property Tax 7,530 

$ 

Staff Test Year Adjustment (Line 16-Line 17) $ (66) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

$ 206,184 
2 

$ 412,368 
$ 406,372 

818,740 
3 

$ 272,913 
2 

$ 545,827 

$ 
$ 545,827 

19.0% 
$ 103,707 

9.0503% 
$ 

- 
- 

$ 9,386 
$ 7,464 
$ 1,922 

$ 1,922 
200,188 

0.959943% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

OPERATING INCOME ADJUSTMENT NO. 8 - INCOME TAX EXPENSE 

LINE 
NO. DESCRIPTION 

1 Income Tax Expense 

Schedule JLK-WIG 

[AI P I  [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENT RECOMMENDED 

$ (2,064) $ 685 $ (1,379) 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony JLK-8 
Column (C): Column (A) + Column (B) 



Cltility Source, LLC - Waler Division 
Docket No. WS-04235A-13-03351 
Test Year Ended December 31,2012 

Monthly usage Charge Present 

-Meter S i E ( A u % l a S E s l T - ~  --- - 

518 s 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

$ 13.18 
21.00 
40.50 
89.20 

147.70 
284.20 

966.92 
479.20 

Commodi~ C h a p  - Per 1,000 Gallons 

I! x . 314" Meter (Residend) 

Fmt  4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

Fmt 3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

. ._ .. - - - _ -  - 

518'' I 3/4" Meter (CommeruaL IndustnaL kngaaon) 

Fmt  4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

Fmt 10,000 gallons 
Over 10,000 gallons 

3/4" Meter CResidenaal) 

Fmt  4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

Fxst 3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

314" Meter (Commerual In dusrnal. ImFtion) 

Fmt  4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

Fmt 10,000 gallons 
Over 10,000 gallons 

I" Meter (All Classes Indudin? Standpipe and Construcdon) 

Eicst 27,000 gallons 
Over 27,000 gallons 

F i s t  22,000 gallons 
Over 22,000 gallons 

F 

Rate Design 

Company 
Proposcd Rates 

a 14.70 
23.42 
45.16 
99.46 

164.69 
316.88 
534.31 

1,078.12 

8 

F 

8 

F 

8 8.25 
15.75 
21.75 

N/A 
N/A 
N/A 

8.25 
15.75 
21.75 

N/A 
N/A 

8.25 
15.75 
21.75 

N/A 
N /A 
N /A 

8.25 
15.75 
21.75 

N/A 
N/A 

15.75 
21.75 

N/A 
N/A 

Scheddle JLK WJI 7 
1 Of3 

Staff 
Recommended Rates 

I 
- -  - 

E 20.00 
30 00 
75.00 

150.00 
240.00 
480 00 
750.00 

1,500.00 

F 

F 

E 

E 

N/A 
N/A 
N/A 

8.00 
14.00 
24.52 

N/A 
N/A 
N/A 

14.00 
24.52 

N/A 
N/A 
N/A 

8.00 
14.00 
24.52 

N/A 
N/A 

14.00 
24.52 

N/A 
N/A 

14.00 
24.52 



3 
Utility Source,*LLC - Water Division 

Test Year Ended December 31, 2012 
Docket NO. VVS-04235A-13-03351 

Rate Design Schedule JLK W-17 
2 of 3 

- 
"' Meter (All Classes Includine Standpipe and Constructton1 

-----___. - 

Fust 57,000 gallons 6 
Over 57,000 gaUons 

First 50,000 gaUons 
Over 50,000 gallons 

2" Meter (All Classes Including Standpipe and Construction) 

First 94,000 gallons 
Over 94,000 gallons 

8 

First 80,000 gallons 
Over 80,000 gallons 

3" Meter (All C lasses Inchding StandDiDe and Construction) 

First 195,000 ,dons 
Over 195,000 gallons 

8 

First 160,000gallons. - 
Over 160,000 gallons 

4" Meter (All Classes Including Standpipe and Construction) 

First 309,000 gallons 
OxTer 309,000 gallons 

8 

First 250,000 gallons 
Over 250,000 gallons 

@) 

615,000 gallons 
Over 615,000 gallons 

First 500,000 ,dons 
Over 500,000 gallons 

Irrigation Meters 
All Gallons 

Standpipe or Bulk 
W Gallons 

Construction 
All Gallons 

8 

8 

8 

F 

4.80 
7.16 

N /A 
N/A 

4.80 
7.16 

N/A 
NIA 

4.80 
7.16 

N/A 
N/A 

4.80 
7.16 

N/A 
N/A 

4.80 
7.16 

N/A 
N/A 

9.26 

10.35 

10.35 

Company 
Proposed Rates 

15.75 
21.75 

N/A 
N/A 

15.15 
21.75 

N/A 
N/A 

15.75 
21.75 

N/A 
N/A 

15.75 
21.75 

N/A 
N/A 

15.75 
21.75 

N/A 
NlA 

15.75 

21.75 

21.75 

Staff 
lbxommcnded Rates 

N/A 
N/A 

14.00 
24.52 

NIA 
N/A 

14.00 
24.52 

N/A 
N/A 

14.00 
24.52 

NIA 
N/A 

14.00 
24.52 

N/A 
N/A 

14.00 
24.52 

24.52 

10.35 

10.35 



Utility Source, LLC - Water Division 
Docket No. WS-04235A-13-03351 
Test Year Ended December 31, 201 2 

Monthly Usage Charge Present 

Other Service Charss  
..Establishment . . .. .- -- . --- $ 20.00 

Establishment (After I-Ioors) S 40.00 
Reconnection (Delinquent) $ 50.00 
Reconnection (Delinquent) -After Hours $ 40.00 

Rate Design 

Company 
Proposed Rates 

' 6  20.00 
Ihnoved 

b 50.00 
Removed 

Senice and Meter Installation Cliaqes 
Total Present 

5 / 8 ~ 3 / 4 I n c h ' .  . .  8 520 
Service Size Charge 

Deposit 
Deposit Interest 
Reestablishment (within 12 months) 
NSF Check 
Late Payment Penalty (Per Month) 
Deferred Payment (Per Month) 
After Hours Service Calls - Per Hour 
After Hours Senice Charge 
Moving Customer Meter (at customer request) 

* Per Commission Rule A.A.C. R-14-2-603(8) 
** Per Commission Rule A.A.C. R-14-2-603m) 

Proposed Proposed Total Proposed 

$ 385 8 135 8 520 
Service Line Meter Charge 

* 
** 

+** 
8 20.00 

1.50% 
1.50% 

$ 40.00 
$ 40.00 

Cost 

Recommended 
SenGce Line 

li 

Recommended Total Recommendec 
Meter Insallation Charge 

li 
8 

575 
660 
900 

1,525 
2,320 
2,275 
3,110 
3,360 
4,415 
6,035 
8,050 

$ 675.00 

+ 
+* 

:** 
20.00 
1.50% 
1.50% 
40.00 
40.00 
C o s t  

8 

. .  
314 Inch 
1 Inch 
1 112 Inch 
2 Inch Turbo 
2 Inch Compound 
3 Inch Turbo 
3 Inch Compound 
4 Inch Turbo 
4 Inch Compound 
6 Inch Turbo 
6 Inch Compound 
1 112 Inch 
2 Inch Turbo N/A 
2 Inch Compound 8 1,660.00 
3 Inch Turbo N/A 
3 Inch Compound 8 2,150.00 
4 Inch Turbo N/A 
4 Inch Compound 8 3,135.00 
6 Inch Turbo N/A 
6 Inch Compound 8 6,190.00 

B 830.00 8 1,195.00 8 2,025.00 
8 830.00 $ 2,040.00 8 2,870.00 
$ 1,045.00 8 1,820.00 8 2,865.00 
8 1,165.00 8 2,604.00 S 3,769.00 
8 1,490.00 $ 2,820.00 B 4,310.00 
8 1,670.00 8 3,795.00 $ 5,465.00 
8 2,210.00 $ 5,175.00 8 7,385.00 
$ 2,330.00 $ 7,070.00 S 9,400.00 

Schedufe JLK W-!7 
3 of 3 

Staff 
Recommcnded Rates 

8 30.0C 

6 25.00 
N/T 

N/T 

* 
** 

*** 
20.00 
1.504. 
1.509 
N/T 
40.00 
cost 

F 

415 
465 
520 
800 
800 

1,015 
1,135 
1,430 
1,610 
2,150 
2,270 

550.00 $ 

205 
265 
475 
995 

1,840 
1,620 
2,495 
2,570 
3,545 
4,925 

675.00 
6,820 

415 
465 
520 
800 
800 

1,015 
1,135 
1,430 
1,610 
2,150 
2,270 

550.00 
830.00 
830.00 

1,045.00 
1,165.00 
1,490.00 
1,670.00 
2,210.00 
2,330.00 

205 
265 
475 
995 

1,840 
1,620 
2,495 
2,570 
3,545 
4,925 
6,820 

8 675.00 
1,195.00 
2,040.00 
1,820.00 
2,604.00 
2,820.00 
3,795.00 
5,175.00 
7,070.00 

620 
730 
995 

1,795 
2,640 
2,635 
3,630 
4,000 
5,155 
7,075 
9,090 

1,225.00 
2,025.00 
2,870.00 
2,865.00 
3,769.00 
4,3 10.00 
5,465.00 
7,385.00 
9,400.00 



Utility Source, LLC 
Docket No. WS-04235A-13-0331 

-Test Year Ended: December 31,2011 - - - 

Typical Bill Analysis 
General Service 314-Inch Meter 

Schedule JLK W-18 

__ 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,123 $ 38.58 $ 76.01 $ 37.43 97.01% 

Median Usage 3,500 35.30 69.95 $ 34.65 98.14% 

Staff Recommended 

Average Usage 4,123 $ 38.58 $ 69.72 $ 31.14 80.72% 

Median Usage 3,500 35.30 61.00 $ 25.70 72.80% 

Present & Proposed Rates (Without Taxes) 
General Service 3/4-lnch Meter 

Present 
Rates 

314" 
Minimum Charge $ 18.50 

1st Tier Rate $ 4.80 
1st Tier Breakover 4,000 

2nd Tier Rate $ 7.16 
Gallons 2nd Tier Breakover 9,000 
Consumption 3rd Tier Rate $ 8.60 

$ 18.50 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
4,123 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

23.30 
28.10 
32.90 
37.70 
44.86 
52.02 
59.18 
66.34 
38.58 
73.50 
82.10 
90.70 
99.30 

107.90 
116.50 
125.10 
133.70 
142.30 
150.90 
159.50 
168.10 
211.10 
254.10 
297.10 
340.10 
383.10 
426.10 
641.10 
856.10 

Company Staff 
Proposed % Recommended % 

Rates Increase Rates Increase 

1st Tier Rate $ 1st Tier Rate $ 
1st Tier Breakover 3,000 

2ndTier Rate $ 15.75 2ndTier Rate $ 14.00 

3rd Tier Rate $ 21.75 
2nd Tier Breakover 10,000 

$ 41.07 122.00% $ 30.00 62.16% 
49.32 
57.57 
65.82 
74.07 
89.82 

105.57 
121.32 
137.07 
76.01 

152.82 
174.57 
196.32 
218.07 
239.82 
261.57 
283.32 
305.07 
326.82 
348.57 
370.32 
392.07 
500.82 
609.57 
718.32 
827.07 
935.82 

1,044.57 
1,588.32 
2,132.07 

11 1.67% 
104.88% 
100.06% 
96.47% 

100.22% 
102.94% 
105.00% 
106.62% 
97.01 % 

107.92% 
112.63% 
116.45% 
119.61% 

124.52% 
126.47% 
128.18% 

130.99% 
132.18% 
133.24% 
137.24% 
139.89% 
141.78% 
143.1 8% 
144.28% 
145.15% 
147.75% 
149.04% 

122.26% 

129.67% 

38.00 
46.00 
54.00 
68.00 
82.00 
96.00 

110.00 
124.00 
69.72 

138.00 
152.00 
176.52 
201.04 
225.56 
250.08 
274.60 
299.12 
323.64 
348.16 
372.68 
397.20 
51 9.80 
642.40 
765.00 
887.60 

1,010.20 
1,132.80 
1,745.80 
2,358.80 

63.09% 
63.70% 
64.13% 
80.37% 
82.79% 
84.54% 
85.87% 
86.92% 
80.72% 
87.76% 
85.14% 
94.62% 

102.46% 
109.05% 
114.66% 
119.50% 
123.72% 
127.43% 
130.72% 
133.66% 
136.29% 
146.23% 
152.81% 
157.49% 
160.98% 
163.69% 
165.85% 
172.31% 
175.53% 



UTILITY SOURCE, LLC 

SCHEDULES 
WASTEWATER 



c 

UTILITY SOURCE, LLC, Wastewater Division 

Test Year Ended December 31,2012 

DIRECT TESTIMONY OFJORN L. KELLER 

TABLE OF CONTENTS TO SCHEDULES JLK 

_. --Docket No. WS-04235A-13-0331 
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Operating Adjustment #5 - Depreciation Expense 
Operating Adjustment #6 - Rate Case Expense 
Operating Adjustment #7 - Property Tax Expense 
Operating Adjustment #8 - Income Tax Expense 
Rate Design 
Typical Bill Analysis 



4 

[A] 
COMPANY 

LINE ORIGINAL 
NO. DESCRIPTION COST 

UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

REVENUE REQUIREMENT 

[E] IC] [D] 
COMPANY STAFF STAFF 

FAIR ORIGINAL FAIR 
VALUE COST VALUE 

Schedule JLK-WW1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Adjusted Rate Base $ 830,945 

Adjusted Operating Income (Loss) $ (72,257) 

Current Rate of Return (L2 I L1) -8.70% 

11 .OO% 

Required Operating Income (L4 L1) $ 91,404 

Operating Income Deficiency (L5 - L2) $ 163,661 

Gross Revenue Conversion Factor 1.2022 

Required Revenue Increase (L7 * L6) $ 196,753 

Adjusted Test Year Revenue $ 121,284 

Proposed Annual Revenue (L8 + L9) $ 318,037 

Required Increase in Revenue (%) 162.23% 

Required Rate of Return 

830,945 

(72,257) 

-8.70% 

1 1 .OO% 

91,404 

163,661 

1.2022 

196,753 

121.284 

318.037 

162.23% 

$ 825.880 

$ (83.906) 

-10.16% 

9.60% 

$ 79,284 

$ 163,191 

1 .zoo1 

[ $  195.850 1 
$ 119,464 

$ 315,314 

163.94% 

$ 825,880 

$ (83,906) 

-10.16% 

9.60% 

$ 79,284 

$ 163,191 

1 .zoo1 

I $  195,850 1 
$ 119,464 

$ 315,314 

163.94% 

References: 
Column (A): Company Schedule 8-1 
Column (8): Company Schedule B-1 
Column (C): Staff Schedules OCRB, GRCF, TYOl & COC 
Column (D): Staff Schedules OCRB, GRCF, TYOl 8, COC 



UTILITY SOURCE, LLC. Wastewater Division 
Docket No. WS-04235A-134331 
Test Year Ended December 31,2012 

GROSS REVENUE CONVERSION FACTOR 

LINE [A] 

Schedule JLK-WW2 

[B] [C] [D] 
NO. 

1 
2 
3 
4 
5 
6 

7 

9 
10 
11 

a 

12 
13 
1 4  
15  
16 
17 

18 
19 
20 
21 
22 
23 

DESCRIPTION 

24 
25 
26 

27 
26 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

Calculation of Gross Revenue Conversion factor 
Revenue 
Uncollectible Factor(Line 11) 
Revenues (L1 - L2) 
Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I L5) 

Calculation of Uncoilectible factor: 

Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor(L0 * L10 ) 

100.0000% 
0.0000% 

100.0000% 
16.6755% 

1.2001 
83.3245% 

Unity 

Calculatton of Effective Tax Rate: 
Ooeratina lnwme Before Taxes (Anzona Taxable Income) 
Aizona state Income Tax Rate 
Federal Taxable income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State income Tax Rate (L13 +L16) 

Calculation of Effective Fropertv Tax Facta- 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L18 - LIS) 
Property Tax Factor (XXx-IS. L24) 
Effective Property Tax Factor (L 21 * L 22) 
Combined Federal and State Tax and Property Tax Rate (L17+L22) 

Required Operating Income (Schedule XXX-1. Line 5)  
Adjusted Test Year Operating Income (Loss) (Schedule XXX-IO. Line 40) 
Required Increase in Operating lncome (L24 - L25) 

Income Taxes on Recommended Revenue (Col. (D). L52) 
income Taxes on Test Year Revenue (Col. (8). L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recornmended Revenue Requirement (Schedule JLK-1, Line IO) 
Uncollectible Rate (Line IO) 
Uncollectible Expense on Recommended Revenue (L24 * L25) 
Adjusted Test Year Uncollectible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Property Tax with Recommended Revenue (JLK-18, LIS) 
Property Tax on Test Year Revenue (JLK-18, L 16) 
Increase in Property Tax Due to Increase in Revenue (XXX-18, L22) 

Total Required Increase in Revenw (L26 + L30 + L34+L37) 

Caicuiation of Income Tax; 
Revenue (Schedule JLK-10, Col.[C], Line 5 & Sch. JLK-1, Coi. [B]. Line IO) 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L47) 
Arizona Taxable Income (L36 - L37- L38) 
Arizona State Income Tax Rate 
Arizona income Tax (L39 x L40) 
Federal Taxable Income (L33 - L35) 
Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
Federal Tax on Second Income Bracket ($50,001 - $75,000) Q 25% 
Federal Tax on Third Income Bracket ($75,001 - $1 00,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) Q 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$lO.OOO,OOO)@ 34% 
Total Federal income Tax 
Combined Federal and State Income Tax (L35 + L42) 

Applicable Federal Income Tax Rate [Col. (D). L42 - Col. (B), L42]/ [Col. (C), L36 - Col. (A), L361 

Calculation of Interest Svnchronization: 
Rate Base (Schedule XXx-3. Col. [C], Line (17)) 
Weighted Average Cost of Debt (Schedule XXX-1) 
Synchronized Interest (L45X L46) 

100.0000% 
2.81 09% 

87.1 891 % 
13.3505% 
12.9752% 
15.7861% 

$ 79,284 
$ (83.906) 

$ 163,191 

$ 14,862 
$ (I 5,7281 

$ 30,591 

0 315,314 
0.0000% 

$ 
5 

$ 

6,477 
4,409 

$ 2,068 

$ 195,850 

STAFF 
Test Year Recommended 

$ 119,464 $ 195,850 $ 315,314 
219,099 2,088 221,167 221,167 

$ (99,635) $ 94,147 
2.8109% 2.81 09% 

f (2.801) $ 2,548 .- I 

$ (96.834) $ 91.500 
$ 12,216 $ (12,928) 

$ 12,216 
$ 14,862 

13.35% 



UTlL lN SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-130331 
Test Year Ended December 31,2012 

[A] [B) 
COMPANY 

LINE AS STAFF 
NO. DESCRIPTION FILED ADJUSTMENTS 

Schedule JLK-WW 3 

[C] 
STAFF 

AS 
ADJUSTED 

RATE BASE -ORIGINAL COSTlFAlR VALUE 

1 
2 
3 

4 

5 

a 

9 

10 

11 

12 

14 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Net Contribution in Aid-of Construction (CIAC) 

Advances in Aid of Construction (AIAC) 

Customer Security Deposits 

Deferred Income Tax Credits 

Total Deductions 

ADD: 
Unamortized Finance Charges 

Deferred Tax Assets 

Allowance for Working Capital 

Total Additions 

Original Cost Rate Base 

$ 1,397,271 $ 
455,064 

$ 942,207 $ 

$ 111,262 $ 

5,065 

$ 111,262 $ 5,065 

$ - $  

$ - $  

$ 830,945 $ (5,065) 

$ 1.397,271 
455,064 

$ 942,207 

$ 111,262 

5,065 

$ 116,327 

$ 825,880 

References: 
Column (A), Company Schedule 8-1 
Column (B): Schedule XXX 
Column (C): Column (A) + Column (B) 



L 4 

[A] [B] 
Security 

LINE ACCT. COMPANY Deposits 
NO. NO. DESCRIPTION AS FILED ADJ # I  

UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS44235A-134331 
Test Year Ended December 31,2012 

IC] 

STAFF 
ADJUSTED 

Schedule JLK-WW4 

1 Customer Security Deposits 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
32 
33 
34 

32 
33 
34 
35 
36 
37 
38 

39 
40 
41 
42 
43 

44 

351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
371 
374 
375 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers -Gravity 
Special Collecting Structures 
Servcies to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reservion 
Reuse Transmission and Distribution 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant & Misc Equipment 
Office Furniture & Equipment 
Computers & Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop &Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 396 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 
Net Utility Plant in Service (L29 - L30) 

DEDUCTlONS 
Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC (L32 - L33) 
Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Deferred Income Tax Credits . 
Total Deductions 

ADDITIONS: 
Unamortized Finance Charges 
Deferred Tax Assets 
Allowance for Working Capital 
Intentional Left Blank 
Total Additions 

ORIGINAL COST RATE BASE 

$ 

105,000 
56,350 
2.879 

260,553 

60,375 

3,450 

903,992 

4,672 

$ 1,397,271 
455,064 

$ 942,207 

$ 197,973 
86,711 

$ 111,262 

$ 111,262 

$ 

$ 

5,065 

$ 5.065 

$ 

$ 830,945 

$ 

$ (5,0652 

$ 

105,000 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4,251 
421 

$ 1,397,271 
455,064 

$ 942,207 

$ 197,973 
86,711 

$ 111,262 

5,065 

$ 116,327 

$ 

$ 825,880 



.- 

UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

Schedule JLK-WW5 

RATE BASE ADJUSTMENT NO. I - "Customer Security Deposits" 

[AI PI PI 
LINE COMPANY STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENT ADJUSTED 

1 Customer Security Deposits $ $ 5,065 $ 5,065 

REFERENCES: 
Column [A]: Company Schedule B-2 
Column [B]: Testimony P. 10 
Column [C]: Column [A] + Column [B] 



. A 

[AI P I  [Cl [Dl [El 
COMPANY STAFF 
ADJUSTED STAFF TEST YEAR STAFF 

LINE TEST YEAR TEST YEAR AS PROPOSED STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDED, 

UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

Schedule JLK-WW6 

1 REVENUES: 
2 Metered Water Sales 
3 Water Sales - Unmetered 
4 Other Operating Revenue 
5 Total Operating Revenues 

6 
7 
8 
9 
10 
11 
14 
12 
13 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
27 
28 

OPERATlNG EXPENSES: 
Salaries B Wages 
Sludge Removal 
Purchased Power 
Chemicals 
Repairs & Maintenance 
Office Supplies & Expense 
Contractual Services - Other 
Contractual Services - Accounting 
Contractual Services - Professional 
Water Testing 
Rents 
Transportation Expense 
Insurance - General Liability 
Insurance - Health & Life 
Regulatory Commission Expense 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other than Income 
Property Taxes 
Income Tax 

29 Total Operating Expenses 

30 Operating Income (Loss) 

$ - $  
11 6,023 

$ 
116,023 $ 195,850 31 1,873 

5,261 (1,820) 3,441 3,441 
$ 121,284 $ (1,820) $ 119,464 $ 195,850 $ 315,314 

$ 
12,659 
26,213 
5,400 
7.187 
2,446 

46,650 
20,135 

1,920 
5,669 

3,250 
2,186 

10,000 
13,152 
45,744 

4,476 
(13,545) 

8,858 

$ - $  
$ 12,659 
$ 26,213 
$ 5,400 
$ 7.187 
$ 2,446 
$ 46,650 
$ 20,135 
$ 1,920 
$ 14,527 
$ 
$ 3,250 
$ 2,186 
$ 
$ 16,667 
$ 9,036 
$ 46,414 
$ 
$ 4,409 
$ (15,278) 

- $  
12,659 
26,213 
5,400 
7,187 
2,446 

46,650 
20,135 

1,920 
14,527 

3,250 
2.186 

16,667 
9,036 

46,414 

2.068 6,477 
30,140 14.862 

$ 193,541 $ 10,279 

$ (72,257) $ (12,099) 

$ 203.821 $ 32,208 $ 236,029 

$ (84.357) $ 163,641 $ 79,284 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule JLKWW-7 
Column (C): Column (A) + Column (B) 
Column (D): Schedules JLKWW-1 and JLKWW-2 
Column (E): Column (C) + Column (D) 
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UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

OPERATING INCOME ADJUSTMENT NO. I - OPERATING REVENUE 

Schedule JLK-WW8 

[AI P I  PI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Operating Revenue $ 5,261 $ (1,820) $ 3,441 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony P. 16 
Column (C): Column (A) + Column (B) 



. i 

UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

Schedule J LK-WW9 

OPERATING INCOME ADJUSTMENT NO. 2 - WATER TESTING 

LtNE 
NO. DESCRIPTION 

[AI P I  [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENT RECOMMENDED 

1 Water Testing $ 5,669 $ 8,858 $ 14,527 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony P. 16 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

Schedule JLK-WWIO 

OPERATING INCOME ADJUSTMENT NO. 3 -Automobile Expense 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Automobile Expense $ 3,250 $ (1,750) $ 1,500 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony P. 16 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-WW1 1 

OPERATING INCOME ADJUSTMENT NO. 4 - Officer and Contractor Telephone Expense 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Telephone Expense $ 4,732 $ (2,366) $ 2,366 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony 18 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

OPERATING INCOME ADJUSTMENT NO. 5 - DEPRECIATION EXPENSE 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

31 
32 
33 

Schedule JLK-WW12 

ACCT DEPREC. 
NO. DESCRIPTION AMOUNT RATE EXPENSE 

Plant In Service 
351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
371 
374 
3 75 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
348 

Organization Cost 
Franchise Cost 

Land and Land Rights 
Structures 8 Improvements 

Power Generation Equipment 
Collection Sewers - Force 

Collection Sewers - Gravity 
Special Collecting Structures 

Servcies to Customers 
Flow Measuring Devices 

Flow Measuring Installations 
Reuse Services 

Reuse Meters and Meter Installations 
Receiving Wells 

Pumping Equipment 
Reuse Distribution Reserviors 

Reuse Transmission and Distribution 
Treatment &. Disposal Equipment 

Plant Sewers 
Outfall Sewer Lines 

Other Plant & Misc Equipment 
Ofice Furniture & Equipment 

Computers & Software 
Transportation Equipment 

Stores Equipment 
Tools, Shop &. Garage Equipment 

Laboratory Equipment 
Power Operated Equipment 

$ - 

105,000 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4,251 
421 

Subtotal General $ 1,397,271 

Less: Amortization of Contributions $ 197,973 

Staff Recommended Depreciation/Amort. Expense 
Company Proposed Depreciation/Amort. Expense 
Increase/(Decrease) to Depreciation Expense 

0.00% 
0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 

10.00% 
10.00% 
2.00% 
8.33% 
3.33% 

2.00% 
2.50% 
5.00% 
5.00% 
3.33% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

12.50% 

$ 
- 

1,876 
144 

5,21 I 

1,208 

- 

- 

- 
- 

69 
- 
- 
- 

- 
45,200 

- 
- 
- 

284 
84 

- 
- 

$ 54,075 

3.87% $ 7,662 

$ 46,414 
45,744 

$ 670 



UTILITY SOURCE, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Schedule JLK-W13 

OPERATING INCOME ADJUSTMENT NO. 6 -Rate Case Expense 

[AI P I  [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Rate Case Expense 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony P. 19 
Column (C): Column (A) + Column (B) 

$ 10,000 $ 6,667 $ 16,667 



1 c ? 

UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS44235A-13-033 1 
Test Year Ended December 31,2012 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAXES 

Schedule JLKWW14 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 

[A] [B] 
LINE STAFF STAFF 
NO. DESCRIPTION AS ADJUSTED RECOMMENDED 

Staff Adjusted Test Year Revenues $ 119,464 $ 119,464 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three YeaGAverage (Line 5 I Line 6) 
Department of Revenue Multiplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 16 -Line 17) 
Property Tax - Staff Recommended Revenue (Line 14 Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to increase in Revenue Requirement (Line 21) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23) 

REFERENCES: 
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue 
Line 17: Company Schedule C-I Page 3 
Line 21: Line 19 -Line 20 
Line 23: Schedule WW-2 

2 
$ 238,928 

119,464 
$ 358,392 

3 
$ 119,464 

2 
$ 238,928 

$ 238,928 
20.00% 

$ 47,786 
9.22620% 

$ 4,409 
4,476 

$ (67) 

2 
$ 238,928 

315,314 
$ 554,242 

3 
$ 184,747 

2 
$ 369,494 

$ 369,494 
19.00% 

$ 70,204 
9.22620% 

$ 6,477 
4,409 

$ 2,068 

$ 2,068 
$ 195,850 

1.056096% 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

OPERATING INCOME ADJUSTMENT NO. 7 - INCOME TAX EXPENSE 

LINE 
NO. DESCRIPTION _- 
I Income Tax Expense 

References: 
Column (A), Company Schedule C-2 
Column (6): Testimony P. 20 
Column (C):Column (A) + Column (B) 

Schedule JLK-WW15 

[AI P I  IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENT R E C O M M E N E  

$ (13,545) $ (1,733) $ (15,278) 



Utility Source, LLC - Wastewater Division 
Docket No. WS-04235A-12-0339 
Test Year Ended December 31, 2012 

Monthly Usage Charge Present 

Meter Size (All Classes). 
5/8 s 3/4 Inch N/A 
3/4 Inch N/A 
1 Inch N/A 
1 1/2 Inch N/A 
2 Inch N/A 
3 Inch N/A 
4 Inch N/A 
6 Inch N/A 

Commodity Charge - Per 1,000 Gallons 

Residential 6 
Commercial and Industrial: 
Car washes, laudromats, Commercial, Manufact 
Hotels, Motels 
ReStaUarZlts 
Industrial Laundries 
Waste haulers 
Restuarant Grease 
Treatment Plant Sludge 
Mud Sump Waste 

5.84 

5.71 
7.66 
9.46 
8.39 

171.20 
149.80 
171.20 
535.00 

Establishment 
Establishment (After Hours) 
Reconnection pelinquent) 
Reconnection (D&quent) - After Hours 
Deposit 
Deposit Interest 
Reestablishment (within 12 months) 
NSF Check 
Late Payment Penalty (Per Month) 
Deferred Payment (Per Month) 
Service Calls - Per Hour/After Hours(a) 
After Hours Service Charge 

* Per Commission Rule A.A.C. R-14-2-603(B) 
** Per Commission Rule A.A.C. R-14-2-603@) 

0 20.00 
S 40.00 
I 50.00 
0 40.00 

* 
** 

*** 
0 20.00 

1.50% 
1.50% 

I 40.00 
0 40.00 

Rate Design 

Company 
Proposed Rates 

8 53.00 
53.00 

132.50 
265.00 
424.00 
848.00 

1,325.00 
2,650.00 

F 5.31 

5.20 
6.97 
8.61 
7.63 

155.79 
136.32 
155.79 
486.85 

F 20.00 
$ 
8 50.00 
41 

* 
** 

*** 
6 20.00 

1.500/ 
1.50% 

F 40.00 
$ 40.00 

*** Per Commission Rule A.A.C. R-14-2-603p) - Months off the system times the monthly minimum. 

SenGce and Meter Installation Charges 
Proposed 

Proposed Meter 
Total Present Service Line Insalladon Total Propose6 

Service Sue Charge Charge Charge Charge 
518 x 3/4 Inch 0 520 S 385 $ 135 8 520 
3 /4 Inch 575 415 205 620 
1 Inch 660 465 265 730 

2 Inch Turbine 1,525 800 995 1,795 
2 Inch Compound 2,320 800 1,840 2,640 
3 Inch Turbine 2,275 1,015 1,620 2,635 
3 Inch Compound 3,110 1,135 2,495 3,630 
4 Inch Turbine 3,360 1,430 2,570 4,000 
4 Inch Compound 4,475 1,610 3,545 5,155 
6 Inch Turbine 6,035 2,150 4,925 7,075 
6 Inch Compound 8,050 2,270 6,820 9,090 

1 1/2 Inch 900 520 475 995 

Schedule JLK WW-16 

Staff 
Recommended Rates 

5 50.00 
65.00 

150.00 
350.00 
400.00 
600.00 
800.00 

1.000.00 

60.00 

11.28 
11.28 
11.28 
11.28 
11.28 
11.28 
11.28 
11.28 

5 30.00 
No T d f  

1 25.00 
No Taciff 

* 
** 

*** 
0 20.00 

1.50% 
1.50% 

No Tariff 
5 40.00 

Recommended 

Semite Line Insallation Recommended 

F 415 8 105 0 520.00 
415 205 620 
465 265 730 
520 475 995 
800 995 1,795 
800 1,840 2,640 

1,015 1,620 2,635 
1,135 2,495 3,630 
1,430 2,570 4,000 
1,610 3,545 5,155 
2,150 4,925 7,075 
2,270 6,820 9,090 



Utility Source, LLC 
Docket No. WS-04235A-l3-0331 

. - .- -- - Test Year Ended: December 31,2012 

3/4" 
hhnlnumChargt 8 - 

1st Tier Rate 5.8400 
1st Tier Breakover 99,999 

2nd Tier Rate 
Gallons 2nd Tier Breakover 
Consump don 3rd T J ~  Rate 

Schedule JLK-W17 

3/4" 314" 
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EXECUTIVE SUMMARY 
UTILITY SOURCE, LLC. 

DOCKET NO. WS-04235A-13-0331 

Water Division 

The Company’s rebuttal testimony proposes total operating revenue of $432,967, an increase 
of $226,783 (109.99 percent) over the adjusted test year revenue of $432,967, to provide a $173,271 
operating income and an 11.00 percent return on the $1,575,194 Ei\rRB and OCRB. 

The Uulities Division (“Staff ’) recommends total operating revenue of $412,100, an increase 
of $205,915 (99.87 percent) over the Staff-adjusted test year revenue of $206,184, to provide a 
$157,278 operating income and a 9.80 percent return on the $1,604,879 Staff-adjusted FVRB and 
OCRB. 

Staffs surrebuttal testimony for the Water Division responds to Uultty Source, LLC’s 
(“USL” or “Company”) rebuttal testimony on the following issues: 

1. Accumulated Depreciation 
2. Depreciation Expense 
3. Property Tax Expense 
4. Income Tax Expense 
5. 
6. RateDesign 

Standpipe Revenues and Related Issues 

Wastewater Division 

The Company’s rebuttal testimony proposes total operating revenue of $328,900, an increase 
of $209,436 (175.31 percent) over the Staff-adjusted test year revenue of $119,464 to provide a 
$90,844 operating income and an 11 .OO percent return on the $825,856 FVRB and OCRB. 

Staff recommends total operating revenue of $31 6,668, an increase of $1 97,204 (165.07 
percent) over the test year revenue of $119,464 to provide an $80,936 operating income and a 9.80 
percent return on the $825,880 Staff-adjusted FVRB and OCRB. 

Staffs surrebuttal testimony for the Wastewater Division responds to Ut&ty Source, LLC’s 
(“USL” or “Company”) rebuttal testimony on the following issues: 

1. Property Tax Expense 
2. Income Tax Expense 
3. Rate Design 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Jorn L. Keller. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Q. 

A. Yes. 

Are you the same Jorn L. Keller who filed direct testimony in this case? 

PURPOSE OF SURREBUTTAL TESTIMONY 

Q. 
A. 

Q. 
A. 

What is the purpose of your surrebuttal testimony in this proceeding? 

The purpose of my surrebuttal testimony in t h s  proceedmg is to respond, on behalf of Staff, 

to the rebuttal testimonies of Mr. Lonnie McCleve and Mr. Thomas Bourassa, witnesses for 

Utility Source, LLC (“USL” or “Company”). 

What issues will you address? 

I will address the following issues for the Water Division: 

1. Accumulated Depreciation 

2. Depreciation Expense 

3. Property Tax Expense 

4. Income Tax Expense 

5. 

6. Rate Design. 

Standpipe Revenues and Related Issue 
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I will address the following issues for the Wastewater Division: 

1. Property Tax Expense 

2. Income Tax Expense 

3. Rate Design. 

Q. Does your silence on any particular issue raised in the Company’s rebuttal testimony 

indicate that Staff agrees with the Company’s stated rebuttal position? 

No. Rather, where I do not respond, I rely on my direct testimony. A. 

SUMMARY OF RECOMMENDED REVENUES 

Q. 
A. 

Q. 

A. 

Please summarize Staffs recommended revenue. 

For the Water Division, Staff recommends total operating revenue of $412,100, an increase 

of $205,915 (99.87 percent) over the Staff-adjusted test year revenue of $206,184, to provide a 

$157,278 operating income and a 9.80 percent return on the $1,604,879 Staff-adjusted fair 

value rate base (“FVRB”) and original cost rate base (“OCRB”). 

For the Wastewater Division, Staff recommends total operating revenue of $31 6,668, an 

increase of $197,204 (165.07 percent) over the test year revenue of $119,464 to provide an 

$80,936 operating income and a 9.80 percent return on the $825,880 Staff-adjusted FVRB 

and OCRB. 

How do Staffs recommended revenues for water and wastewater services compare to 

the recommended revenues in Staffs direct testimony? 

Staffs du-ect testimony for the Water Division recommended total operating revenue of 
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$206,184, to provide a $158,637 operating income and a 9.60 percent return on the 

$1,594,960 Staff-adjusted EVRB and OCRB. 

Staffs direct testimony for the Wastewater Division recommended total operating revenue of 

$315,314, an increase of $195,850 (163.94 percent) over the Staff-adjusted test year revenue 

of $119,464 to provide a $79,284 operating income and a 9.60 percent return on the $825,880 

Staff-adjusted FVRB and OCRB. 

To summarize, a comparison of Staffs Direct and Surrebuttal recommendations are as 

follows: 

Water Division Ciirect Surrebuttal 
3perating Revenue 5 1406,372 412,100 
3evenue increase 200,183 205,915 
K Increase 9?.09% 99.8799 
rest Yr. Rev. 206,,18;1 206,184 

'";etut-n on Rate Base 9. &Pk 
W RB/OCPIB 1,594,960 1,6M, 879 

I 

- .. 

- 
3perating "- Income 637 157,278 

__ - . ____ _ _  
Wastwate r Division 

Operating Revenue S 325,314 
Revenue Increase 145,550 
% Increase 963.94% 
Test Yr. Rev. 119,464 

Operating Income 79,284 
Return on Rate Base 9.60% 
FV RE/OI;RB 825,880 

- 
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RATE BASE 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q- 
A. 

What is Staffs recommended rate base? 

Staffs recommended rate base for the Water Division is a $1,604,879 as shown on 

Surrebuttal Schedule ILK-W3. For the Wastewater Division, recommended rate base is 

$825,880 also as shown on Surrebuttal Schedule JLK-WW3. 

How do Staffs recommended rate base levels for water and wastewater services 

compare to the recommended rate base levels advocated in Staffs direct testimony? 

Staffs recommended rate base in its Water Division drect testimony was $1,594,960. 

Wastewater was $825,880. 

What changes to rate base did USL propose in its Water Division rebuttal testimony? 

On page 5 of its rebuttal testimony, the Company stated that, despite its direct testimony, all 

of its pumping equipment, National Association of Regulatory Utility Commissioners’ 

(“NARUC”) account 311, was fully depreciated. As a result, USL adjusted its accumulated 

depreciation reserve by ($9,919) since it had originally recognized depreciation on these assets 

during the test year. 

Does Staff accept USL’s adjustment? 

Yes, Staff accepts the Company’s rebuttal testimony regarding the fully-depreciated pumps 

and has made a sirmlar adjustment to accumulated depreciation. Staff would note however, 

that the Company failed to support the origmal cost of its pumps, but never-the-less, the 

investment level on the Company’s books and records should not have been over- 

depreciated. From that standpoint, the Company’s adjustment is correct. 
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Q. 

A. 

Q. 

A. 

Why does Staff propose to additionally reduce the balance of accumulated 

depreciation by $49,156? 

In direct testimony, Staffs calculated test year-end balance of accumulated depreciation 

differed from the Company’s balance by $49,156. This adjustment brings the depreciation 

reserve balance down to the level calculated by Staff. Staff does not know why the 

Company’s balance was dfferent but notes that the Company has acknowledged that the 

depreciation expense booked for some assets was incorrect, so Staff recommends that its 

accumulated reserve balance be accepted by the Commission. 

Is Staff recommending additional adjustments to the Wastewater Division rate base in 

its surrebuttal testimony? 

No. 

OPERATING INCOME 

Q. 

A. 

Q- 
A. 

What Operating Income adjustments does the Company make in AS rebutta 

testimony? 

As stated on page 10 of Mr. Bourassa rebuttal testimony, USL reduces Water Division 

depreciation expense by $624 to reflect the fact that pumping equipment, account 31 1, was 

fully depreciated. 

Does Staff accept this adjustment? 

Yes, Staff makes t h s  adjustment in its Surrebuttal Schedule JLK-W10. 
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Q. 
A. 

Q. 
A. 

Are other Operating Income adjustments made by Staff! 

Yes. Minor adjustments were made to Property Tax (Surrebuttal JLK W15) and Income Tax 

(Surrebuttal JLK W16) to synchronize these expense levels with the additional revenues 

reflected in Staffs surrebuttal testimony. 

What Operating Income adjustments is Staff making for the Wastewater Division? 

Staff adjusts property tax and income tax for increases based on Staffs surrebuttal 

recommendation for an increase in cost of capital to be used in setting rates. 

WATER STANDPIPE 

Q. 

A. 

Q. 

A. 

Mr. Keller, have you reviewed the rebuttal testimony of Utility Source witness Mr. 

McCleve regarding the Company’s new standpipe distribution facility? 

Yes. 

Mr. McCleve argues that Staffs recommendation to require the Company to file a new 

rate case in 2016 based upon a 2015 test year would be burdensome on customers, and 

that such a recommendation cannot be supported by factual evidence regarding the 

financial impact of this fill station. What is Staffs response to these statements? 

Staff continues to support its origmal recommendation but does have several observations it 

would like to raise in response to Mr. McCleve’s comments. Staff also raises a standpipe rate 

alternative for the Commission to consider. However, Staff has identified a number of 

conditions the company must accept if t h s  alternative is approved by the Commission. 



f 1 

1 

2 

3 

4 

5 

6 

7 

E 

s 
1C 

11 

1; 

1: 

1L  

1: 

1t 

1' 

I t  

l! 

2( 

2 

2: 

2: 

21 

2: 

21 

Surrebuttal Testimony of Jorn L. Iceller 
Docket No. WS-04235A-13-0331 
Page 7 

Q. 
A. 

Q. 

A. 

Please continue. 

First, while Mr. McCleve argues for five years between rate fkngs on page 5, lines 13-15 of 

his rebuttal testimony, Mr. Bourassa accepts Staffs recommended three year amortization 

period for rate case expense. The Company cannot have this both ways, so the Commission 

should synchronize these two issues once it makes its findmg with regards to Staffs 2016 rate 

case flltng recommendation. 

Second, the Company continues to downplay the ultimate financial sipficance of this new 

standpipe dstribution faclltty, while Staff continues to believe that this new standpipe 

distribution faclltty is likely to be a very significant source of future revenues that need to be 

given full consideration, on a timely basis, in setting rates for non-standpipe customers. A 

full rate review based upon a 2015 test year would allow for all standpipe service issues to be 

identified, investigated, and fairly addressed. Untd the Company files and fully processes 

such a new rate case, Staff believes that it would be reasonable to require the Company to 

submit quarterly reports to the Commission detailing sales volumes and revenues from t h s  

faclltty. The accuracy of the information shown on these quarterly reports should be attested 

to by an appropriate Company representative. Further when submitting its Annual Reports 

to the Commission each year, the Company should reconcile the information in these 

quarterly reports with the standpipe revenues shown in its Annual Reports. 

Mr. Keller, are you familiar with the rebuttal comments provided by Utility Source 

witness Mr. Bourassa regarding the rate that the Company believes should be 

approved for sales from this new standpipe distribution facility? 

Yes. In response to Staffs recommendation that the approved billing rate for standpipe 

deliveries be held at the currently approved rate of $10.35 per 1,000 gallons instead of going 

to the $21.75 per 1,000 gallon rate requested by the Company, Mr. Bourassa again makes the 
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point that setting the rate for standpipe water deliveries at  the hghest commodity rate has 

been the traditional approach taken to setting such rates. 

Staff would first note that hghest commodty rate being advocated by Staff is $23.55 per 

1,000 gallons so ultimately any standpipe revenue imputations in t h s  docket should be 

synchronized with the highest commodity rate approved by the Commission. 

Q. 
A. 

Please continue. 

Staff does not disagree with Mr. Bourassa regardmg the approach traditionally taken to setting 

bulk service delivery rates. However, as previously discussed in detail in my direct testimony, 

the Company has completely disregarded any revenues flowing from h s  new service in 

calculating the rates its wants to charge other customers. 

Obviously, under the Company’s approach to this issue, any and all cash flows and margins 

generated from tlus new revenue source from t h s  point forward would simply flow to the 

Utihty Source owners without any consideration being given to the resulting impact on the 

rates other system customers should be paying, and without giving any consideration to a 

whole list of other possible considerations such as water pressure expectations or additional 

operating expenses that could be incurred to support this venture. 

Staff would note that it did attempt to evaluate some of these possible issues through a 

number of Staff data requests inclulng Staff date request Exhbit Nos. JLK 6.1, JLK 6.8, and 

JLK 7.2, copies of which are attached to my rebuttal testimony. However, the Company’s 

responses to these questions left Staffs questions unresolved. 
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Q. 

A. 

Q- 

A. 

Has the Company identify an in-service date for this new facility? 

Yes. In response to Staff Data Request No. 6.6, the Company indicated that it expected to 

place this facility in service by September 1,2014. Therefore it is reasonable to conclude that 

revenues are currently being generated from the water dtstribution facihty. 

Does Staff have an alternative recommendation to make if the Commission decided to 

raise the billing rate for standpipe revenues to the $21.75 per 1,000 gallon level 

requested by the Company or Staff’s equivalent standpipe rate of $23.55 per 1,000 

gallons? 

Yes. If the Commission decides to approve ths  hgher filing rate for standpipe water 

dtstribution services, Staff recommends that $56,520 in additional annualized revenues, based 

on  Staffs equivalent rate of $24.52 per 1000 gallons, be factored into defining the Company’s 

current revenue deficiency. Further, under Staffs alternative to th s  issue, the Company 

would need to agree to forgo consideration in this filing of any additional rate base or any 

addttional operating expenses in return for Commission approval of the $23.55 per 1,000 

gallon billing rate for such bulk sales. This alternative would deliver immedate benefit to 

captive ratepayers and not just allow t h s  additional, and immedate, revenue stream to flow to 

the sole benefit of the Company’s owners. 

If this alternative approach is approved by the Commission, with all conditions advocated by 

Staff, then Staff would be agreeable to extend its recommended filng date for the Company’s 

next rate case filing to 2017, with a 2016 test year. Synchronization of the amortization 

period for recovery of the rate case expense for the pending docket would thus be 

accommodated. Further, if this alternative approach is taken then the Company should also 

be dtrected to submit quarterly sales volumes and sales revenues for standpipe operations. 

Such reporting would continue until the next rate case filing is processed to completion. 
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Standpipe operation revenues and volumes should also be broken out in the Annual Reports 

Utility Sources files with the Commission each year. 

Q. 

A. 

Q- 

A. 

Mr. Keller, please elaborate on how Staff developed its $56,520 additional revenue 

recommendation? 

This is the revenue level that would be generated if sales from this standpipe facility equaled 

the 200,000 gallons per month sales level potential identified in the Company’s response to 

Staff Data Request No. 6.10. Staff understands that this delivery level is just an estimate; 

however, Staff believes that the Commission should be very moderate and cautious in making 

any assumption with regards to future revenues from this facility so as to assure that captive 

system customers are, as clearly as possible, not disadvantaged. 

Mr. Keller, do Staffs surrebuttal rate schedules reflect the additional revenues and 

rate case expense amortization period modifications you just discussed? 

No. Since this is just an alternative recommendation, Staffs rebuttal testimony Schedules do 

not reflect this possible alternative consideration. Staff would be glad to provide such 

schedules if requested by the Administrative Law Judge or the Commission. 

RATE DESIGN 

Q. Did Staff review the Company’s rebuttal testimony concerning Staffs rate design 

schedule ? 

A. Yes. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

On page 17 of Mr. Bourassa’s rebuttal testimony, the Company suggests that Staffs 

direct testimony proposed rate design is unreasonable because it recovers only 33% of 

revenue from monthly minimums. Has Staff revisited its original rate design proposal 

in light of the company’s comment? 

Yes. Staffs rebuttal rate design is developed to recover 45% of annual revenues from the 

minimum monthly charge for residential customers, which is consistent with the Company’s 

current rate Structure. 

Why did Staff not include a usage charge in the rate design for residential users in the 

Wastewater Division, as the Company has recommended? 

Generally, Staff does not recommend a volumetric-based rate design for residential 

wastewater service customers since most residential customers have little ability to respond to 

such price signals. 

Does this conclude Staffs surrebuttal testimony? 

Yes, it does. 
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UTILITY SOURCE, LLC, Water Division 
Docket No. WS04235A-130331 
Test Year Ended December 31.2012 

REVENUE REQUIREMENT 

Surrebuttal Schedule JLK-W1 

[AI [B] [C] [Dl 
COMPANY COMPANY STAFF STAFF 

LINE ORIGINAL FAIR ORIGINAL FAIR 
NO. DESCRIPTION COST VALUE COST VALUE 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Adjusted Rate Base $ 

Adjusted Operating Income (Loss) $ 

Current Rate of Return (L2 I L1) 

Required Rate of Return 

Required Operating Income (L4 * L1) 

Operating Income Deficiency (L5 - L2) 

$ 

$ 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6) $ 

Adjusted Test Year Revenue $ 

Proposed Annual Revenue (L8 + L9) $ 

Required Increase in Revenue (%) 

1,566,542 

(8,264) 

-0.53% 

11 .OO% 

172,320 

180,584 

1.2650 

228.439 

208,004 

436,443 

109.82% 

References 
Column (A): Company Schedule 8-1 
Column {a): Company Schedule B-1 
Column (C) Staff Schedules OCRB, GRCF, TYOl 8 COC 
Column (D): Staff Schedules OCRB, GRCF, TYOl & COC 

1,566,542 

(8,264) 

-0.53% 

11 .OO% 

172,320 

180,584 

1.2650 

228,439 

208,004 

436,443 

109.82% 

$ 1,604,879 

$ (5,889) 

-0.37% 

9.80% 

$ 157.278 

$ 163,167 

1.2620 

I $  205,9151 

$ 206,184 

$ 412,100 

99.87% 

$ 1,604,879 

$ (5,889) 

-0.37% 

9.80% 

$ 157,278 

$ 163,167 

1.2620 

$ 205,9151 

$ 206,184 

$ 412,100 

99.87% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-134331 
T e d  Year Ended December 31,2012 

GROSS REVENUE CONVERSION FACTOR 

Surrebuttal Schedule JLK-W2 

LINE 
NO. DESCRIPTION [A1 [B] (C] ID1 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

Calculation of Gross Revenue Conversion Factoc 
Revenue 
Uncollectible Factor (Line 11) 
Revenues (L1 - L2) 
Combined Federal and State Tax Rate (Line 17) + Properly Tax Factor (Line 22) 
Subtotal (L3 - L4) 
Revenue Conversion Factor(L1 I L5) 

Calculation of Uncollectlb/e Factor: 
Unity 
Combined Federal and State Tax Rata (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (LQ * L10 ) 

Cakulation of Effective Tax Rater 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (LIZ -L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +LIB) 

Calculation of Effective ProDertv Tax factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L16 - LIB) 
Properly Tax Factor (XXX-18, L24) 
Effective Property Tax Factor (L 21 
Combined Federal and State Tax and Property Tax Rate (L17+L22) 

L 22) 

Required Operating Income (Schedule JLK-1, Line 5) 
Adjusted Test Year Operating Income (Loss) (Schedule JLK-1, Line 14) 
Required increase in Operating Income (L24 - L25) 

Income Taxes on Recommended Revenue (Col. (D). L52) 
Income Taxes on Test Year Revenue (Col. (B), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Schedule JLK-1, Line 10) 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommended Revenue (L24 * L25) 
Adjusted Test Year Uncollectible Expanse 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Properly Tax with Recommendad Revenue (JLK-18. L l9 )  
Property Tax on Test Year Revenue (JLK-18. L 16) 
Increase in Property Tax Due to Increase in Revenue (XXX-18, L22) 

Total Required Increase in Revenue (L26 + L30 + L34+L37) 

Cakulation of lncorne Tax; 
Revenue (Schedule JLK-15, Col.[C]. Line 5 B Sch. JLK-1, Col. [C]. Line I O )  
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L47) 
Arizona Taxable Income (L36 - L37- L38) 
Arizona State Income Tax Rate 
Arizona Income Tax (L39 x L40) 
Federal Taxable Income (L33 - L35) 
Federal Tax on First Income Bracket ($1 - $50,000)@ 15% 
Federal Tax on Second Income Bracket N/A 
Federal Tax on Third Income Bracket NlA 
Federal Tax on Fourth Income Bracket N/A 
Federal Tax on Fifth Income Bracket NlA 
Total Federal Income Tax 
Combined Federal and State Income Tax (L35 + L42) 

Applicable Federal income Tax Rate [Col. (D), L42 - Col. (B), L42] / [Col. (C), L36 - Col. (A), L36] 

Calculation of lnterest Svnchronization: 
Rate Base (ScheduleJLK-3, Col. [C], Line (17)) 
Weighted Average Cost of Debt 
synchronized Interest (L45 X 146) 

100.0000% 
0.0000% 

100.0000% 
20.7602% 
79.2398% 
1.261992 

100.0000% 
1 9,9880% 
80.0120% 

0.0000% 
0 

100.0000% 
3.1486% 

96.8514% 
17.3868% 
16.8394% 
19.9880% 

100.0000% 
19.9880% 
80.0120% 
0 9651% 

0.007722184 
20.7602% 

$ 157,278 
$ (5,889y 

$ 163,167 

$ 39,290 
$ (1,471) 

$ 40,761 

$ 412.100 
0.0000% 

$ 
$ 

$ 9,451 
$ 7.464 

Test Year 
$ 208,184 

213,544 

$ (7,360) 
3.1460% 

$ (7,128) 
$ (1,239) 
$ 
$ 
$ 
$ 

$ 1,604.880 
0.00% 

$ 

$ 1,987 

$ 205,915 

STAFF 
Recommended 

$ 205.915 $ 412,100 
1,987 215,531 

$ 196.568 
3.1488% 

$ 190,379 
$ 33,101 

$ (232) $ 6,189 

$ 
$ (1,2391 $ 33,101 
$ (1,471 ) $ 39,290 

17.38680% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

Surrebuttal Schedule JLK-W3 

RATE BASE -ORIGINAL COST/FAlR VALUE 

[A] [B] [C] 
COMPANY STAFF 

LINE AS STAFF AS 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED 

1 
2 
3 

4 

5 

8 

9 

10 

11 

12 

13 

14 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Net Contribution in Aid-of Construction (CIAC) 

Advances in Aid of Construction (AIAC) 

Customer Deposits 

Deferred Income Tax Credits 

Total Deductions 

ADD: 
Unamortized Finance Charges 

Deferred Tax Assets 

Allowance for Working Capital 

Intentional Left Blank 

Total Additions 

Original Cost Rate Base 

$2.496.640 $ - $ 2.496.640 
726,406 (59,275) 667,131 

$ 1,770,235 $ 59,275 $ 1,829,509 

$ 197,807 20,937 $ 218,744 

5,885 5,885 

$ 203,692 $ 20,937 $ 224,629 

$ - $  - $  

$ - $  - $  

$1,566,543 $ 38,338 $ 1,604,880 

References: 
Column (A), Company Schedule B-1 
Column (8): Schedule JLK-4 
Column (C): Column (A) + Column (B) 
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LINE ACCT. 
NO NO. DESCRIPTION 

UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

[A] [B] [C] [D] 
COMPANY Accum. Depec. Accum. Amort. STAFF 
AS FILED ADJ # I  ADJ #2 ADJUSTED 

Surrebuttal Schedule JLK-W4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 
31 
32 

33 
34 
35 
36 
37 
38 
39 

37 
38 
39 
40 
41 

42 

301 
302 
303 
304 
307 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
349 
347 
348 

Organization Costs 
Franchise Costs 
Land & Land Rights 
Structures & Improvements 
Wells & Springs 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plants 
Solutions & Feeders 

Storage Tank 
Pressure Tanks 

Distribution Reservoirs & Standpipes 

Transmission & Distribution Mains 
Services 
Meters & Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant & Misc. Equip. 
Office Furniture & Fixtures 
Computer & Software 
Transportation Equipment 
Store Equipment 
Tools &Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Intangibles 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 
Net Utility Plant in Service (L29 - L30) 

DEDUCTlONS 
Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC (L32 - L33) 
Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Deferred Income Tax Credits 
Total Deductions 

ADDITIONS: 
Unamortized Finance Charges 
Deferred Tax Assets 
Allowance for Working Capital 
Intentional Left Blank 
Total Additions 

ORIGINAL COST RATE BASE 

210,000 
72,997 

1,353,539 
89,125 

158,711 
5.487 

321,452 

161,632 
86,250 

34,500 

2,947 

$ - $  $ 

210,000 
72,997 

1,353,539 
89.125 

158,711 
5,487 

321,452 

161,632 
86,250 

34,500 

2,947 

$ 2,496540 $ - $  - $ 2.496.640 I . -  
726,406 (59,275) 667,131 

$ 1,770,234 $ 59,275 $ - $ 1,829,508 

- $ 294,745 - $  $ 294,745 $ 
96,938 (20,937) 76,001 

$ 197,807 $ - $ 20,937 $ 218,744 

5,885 5,885 

$ 203,692 $ - $ 20,937 $ 224,629 

$ 1,566,542 $ 59,275 $ (20,937) $ 1,604,879 
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Surrebuttal Schedule JLK-W5 

~~ 

UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

RATE BASE ADJUSTMENT NO. 1 - ACCUMULATED DEPRECIATION 

[AI [BI IC1 
LINE COMPANY STAFF 
NO. DESCRl PTlON AS FILED ADJUSTMENT ADJUSTED 

1 Accumulated Depreciation $ 726,406 $ (59,275) $ 667,131 

REFERENCES: 
Column [A]: Company Schedule 8-2 
Column [B]: Testimony, P. 13 
Column [C]: Column [A] + Column [B] 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Surrebuttal Schedule JLK-W6 

RATE BASE ADJUSTMENT NO. 2 - Accumulative Amortization of ClAC 

[AI [BI IC1 
LINE COMPANY STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENT ADJUSTED 

1 Accumulated Amortization of ClAC !$ 96,938 $ (20,937) $ 76,001 

REFERENCES: 
Column [A]: Company Schedule B-2 
Column [B]: Direct Testimony, P. 9 
Column [C]: Column [A] + Column [B] 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Surrebuttal Schedule JLK-W7 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

[AI P I  IC1 [Dl [El 
COMPANY STAFF 
ADJUSTED STAFF TEST YEAR STAFF 

LINE TEST YEAR TEST YEAR AS PROPOSED STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENTS ADJ ADJUSTED CHANGES RECOMMENDED 

1 REVENUES 
2 Metered Water Sales 
3 Water Sales - Unmetered 
4 Other Operating Revenue 
5 Total Operating Revenues 

6 OPERATING EXPENSES 
7 Salaries & Wages 
8 Purchased Water 
9 Purchased Power 
10 Chemicals 
11 Matenals & Supplies 
12 Office Supplies & Expense 
13 Contractual Services -Accounting 
14 Contractual Services - Professional 
15 Outside services 
16 Water Testing 
17 Rents 
18 Transportation Expense 
19 Insurance - General Liability 
20 
21 Regulatory Commission Expense 
22 Miscellaneous Expense 
23 Depreciation Expense 
24 Taxes Other than Income 
25 Property Taxes 
26 Income Tax 

27 Total Operating Expenses 

28 Operating income (Loss) 

Insurance - Health & Life 

$ 202,743 $ $ 202,743 $ 205,915 $ 408.658 

5,261 (1,820) 1 
$ 208,004 $ (1,820) 

3,441 3,441 
$ 206,184 $ 205,915 $ 412,100 

$ - $  

66,787 
1,460 

12,257 
2,399 

20,253 
9,651 

8,107 

2.186 

10,000 
19,976 
57.728 

7,530 
(2,064) 

(0) 

(6,637) 3 

6,667 6 
(4,116) 4.5 

(637) 2 

(66) 7 
593 8 

$ 216,269 $ (4,196) 

$ (8,265) $ 2,376 

$ 

66,787 
1,460 

12,257 
2,399 

20,253 
9,651 

1,470 

2,186 

16,667 
15,860 
57,091 

$ - $  

66,787 
1,460 

12,257 
2,399 

20,253 
9,651 

1,470 

2,186 

16,667 
15,860 
57,091 

7,464 1,987 9,451 
(1,471) 40,761 39,290 

$ 212,073 $ 42,748 $ 254,821 

$ (5,889) $ 163,167 $ 157,279 

References: 
Column (A): Company Schedule C- I  (TAB IS-ADJ) 
Column (8): Schedule JLK-8 
Column (C): Column (A) + Column (5) 
Column (D): Schedules JLK 8 
Column (E): Column (C) + Column (D) 
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References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Direct Testimony JLK-8 
Column (C): Column (A) + Column (B) 

Surrebuttal Schedule JLK-W9 UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

OPERATING INCOME ADJUSTMENT NO. 1 - TEST YEAR REVENUES 

[AI PI IC1 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Other Operating Revenue $ 5,261 $ (1,820) $ 3,441 
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UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

OPERATING INCOME ADJUSTMENT NO. 2 - DEPRECIATION EXPENSE 

Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

31 

32 
33 
34 

Surrebuttal Schedule JLK-WIO 

[A] [B] [C] [D] [El 
PLANT In NonDepreciable DEPRECIABLE DEPRECIATION 

NO, PLANT IN SERVICE - DESCRIPTION Per Staff PLANT (COI A - COi B) RATE (Col C x Col D) 
ACCT SERVICE or Fully Depreciated PLANT DEPRECIATION EXPENSE 

0.00% $ 
- 
301 Organization Costs $ - $  - $  
302 Franchise Costs 
303 Land & Land Rights 
304 Structures & Improvements 
307 Wells &Springs 
310 Power Generation Equipment 
31 1 Electric Pumping Equipment 
320 Water Treatment Equipment 

320.1 Water Treatment Plants 
320.2 Solutions & Feeders 

330.1 Storage Tank 
330.2 Pressure Tanks 

330 Distribution Reservoirs & Standpipes 

331 Transmission & Distribution Mains 
333 Services 
334 Meters & Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 Other Plant & Misc. Equip. 
340 Office Furniture & Fixtures 

341 Transportation Equipment 
342 Store Equipment 
343 Tools &Work Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
349 Communications Equipment 
347 Miscellaneous Equipment 
348 Other Intangibles 

340.1 Computer &Software 

Subtotal -General 

Less: Amortization of Contributions 

Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Increase/(Decrease) to Depreciation Expense 

210,000 
72,997 

1,353,539 
89,125 

158,711 
5,487 

321,452 

161,632 
86,250 

34,500 

2,947 

(210,000) 

(158,711) 

72,997 
1,353,539 

89.125 

5,487 

321,452 

161,632 
86,250 

34,500 

2,947 

0.00% 
0.00% 
3.33% 
3.33% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 

2,431 
45,073 
4,456 

183 

7,136 

3,233 
2,872 

690 

197 

0.00% 
$ 2,496,640 $ (368,711) $ 2,127,929 $ 66,270 

3.11% 
CIAC: $ 294,745 

Amortization of CIAC (Line 33 x Line 34): $ 9,179 

Depreciation Expense Before Amortization of CiAC: $ 66,270 
Less Amortization of CIAC: $ 9,179 

Test Year Depreciation Expense - Staff: $ 57,091 

Composite Depreciation Rate (Depr Exp I Depreciable Plant): 

Depreciation Expense - Company: 57,728 
Staffs Total Adjustment: $ (637) 



Surrebuttal Schedule JLK-W1 1 UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

OPERATING INCOME ADJUSTMENT NO. 3 -Water Testing 

[AI [Bl [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Water Testing $ 8,107 $ (6,637) $ 1,470 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Direct Testimony Engineering Report, P. 16 ) 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

Schedule JLK-W12 

OPERATING INCOME ADJUSTMENT NO. 4 -Auto Expense 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Auto Expense $ 3,250 $ (1,750) $ 1,500 

References: 
Column (A), Company Schedule C-2 & Data Request #3 
Column (B): Direct Testimony P. 14 
Column (C): Column (A) + Column (B) 
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UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Surrebuttal Schedule JLK-W13 

OPERATING INCOME ADJUSTMENT NO. 5 -Telephone Expense 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Telephone Expense $ 4,732 $ (2,366) $ 2,366 

References: 
Column (A), Company Schedule C-2 & Data Request #3. 
Column (B) :Direct Testimony P. 14 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 

Surrebuttal Schedule JLK-W14 

OPERATING INCOME ADJUSTMENT NO. 6 -Rate Case Expense 

[AI PI [Cl 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Rate Case Expense $ 10,000 $ 6,667 $ 16,667 

References: 
Column (A), Company Schedule C-2 
Column (B): Direct Testimony P. 15 
Column (C): Column (A) + Column (6) 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

LINE 
NO. 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAX EXPENSE 

STAFF 
Property Tax Calculation AS ADJUSTED 

Surrebuttal Schedule JLK-W15 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule CSB-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

$ 206,184 
2 

41 2,368 
206,184 
618,552 

3 
206,184 

2 
412,368 

412,368 
20.0% 

82,474 
9.0 50 3% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 7,464 
Company Proposed Property Tax 7,530 

$ 

Staff Test Year Adjustment (Line 16-Line 17) $ (66) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

$ 206,184 
2 

$ 412,368 
$ 41 2,100 

824,468 
3 

$ 274,823 
2 

$ 549,645 

$ 
$ 549,645 

19.0% 
$ 104,433 

9.0 50 3% 
$ 

$ 9,451 
$ 7,464 
$ 1,987 

$ 1,987 
205,915 

0.965129% 



UTILITY SOURCE, LLC, Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

OPERATING INCOME ADJUSTMENT NO. 8 - INCOME TAX EXPENSE 

LINE 
NO. DESCRIPTION 

1 Income Tax Expense 

References: 
Column (A), Company Schedule C-2 
Column (B): Direct Testimony JLK-8 
Column (C): Column (A) + Column (B) 

Surrebuttal Schedule JLK-WIG 

[AI PI tC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENT RECOMMENDED 

$ (2,064) $ 593 $ (1,471) 



Jtility Source, LLC -Water Division 
3ocket No. WS-04235A-13-03351 
rest Year Ended December 31,2012 

Monthis Usage Chuge Present 

Metcr Size fAll Classes) 
518 s 314 Inch 
314 [nch 
1 Inch 
I 112 Inch 
2 Inch 
3 Jnch 
4 Inch 
6 Inch 

$ 13.18 
21 .OO 
40.50 
89.20 

147.70 
284.20 
479.20 
966.92 

Commodity Charge - Per 1,000 Gallons 

5/8" x3/4"  Meter (Residential) 

First 4,000 bdons 
4,001 fo 9,000 gallons 
Over 9,000 gallons 

First 3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

1) er i u tri ri_ ti n (Is 3/4" 

First 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

First 10,000 galions 
Over 10,000 gallons 

-(Residendan 314" 

First 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 &Ions 

E s t  3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

3 /4" Meter Kommercial. Industrial. Irrigation) 

Fkst 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

First 10,000 gallons 
Over 10,000 gallons 

p d p i p e  and Co nsuuction) 

First 27,000 gallons 
Over 27,000 gallons 

First 11,000 gallons 
Over 11,000 gallons 

f 

Rate Design 

Company 
Proposed Rates 

$ 41.70 
41.70 

102.68 
205.35 
328.56 
657.12 

1,026.75 
2,053.50 

s 

5 

B 8.25 
15.75 
21.75 

N/A 
N/A 
N/A 

8.25 
15.75 
21.75 

NIA 
NIA 

8.25 
15.75 
21.75 

N/A 
N I A  
N/A 

8.25 
15.75 
21.75 

NIB 
NIA 

15.7E 
21.75 

N/A 
NIA 

1 J 

Surrebuttal Schedule JLK W-17 
1 Of3 

Staff 
Recommended Rates 

5 23.40 
35.10 

150.00 
240.00 
480.00 
750.00 

1,500.00 

75.00 

5 

NIA 
N /A 
N/A 

7.00 
14.00 
23.55 

N I A  
N/A 
n1-4 

14.00 
23.55 

N/A 
N/A 
N / A  

7.00 
14.00 
23.55 

NIA  
N/A 

14.00 
23.55 

N l A  
N/A 

14.00 
23.55 



t L 
Jtiltty Source, LLC - Water Division 
locket No. WS-04235A-13-03351 
rest Year Ended December 31, 2012 

Surrebuttal Schedule JLK W-17 
2 of 3 

Rate Design 

Company 
Proposcd Ratcs 

Staff 
Recommended Rates Monthly Usage Chaqe Present 

1 ' - 1 t t l  

hbL 57,000 gallons 
Over 57,000 &Ions  

Q 8 4.80 
7.16 

N/A 
N/A 

4.80 
7.16 

N/A 
NI-4 

4.80 
7.16 

N/A 
N/A 

4.80 
1.16 

N/A 
N/A 

4.80 
7.16 

N/A 
NIA 

9.26 

10.35 

10.35 

15.75 
21.75 

NI-4 
N/A 

N/A 
N/A 

14.00 
23.55 

S First 13,000 gallons 
Over 13,000 gallons 

2" Meter fh l l  Classes Includinp Standpipe and Construction) 

w First 94,000 gallons 
Over 94,000 gallons 

8 15.75 
21.75 

N /A 
N/A 

N/A 
N / A  

14.00 
23.55 

S First 16,000 gallons 
Over 16,000 galions 

3" Mctcr (All Classes Including Standpipe and Consaucaod 

Fmt 195,000 gallons 
Over 195,000 gallons 

f 15.75 
21.75 

N/A 
N/A 

N/A 
N/A 

14.00 
23.55 

First 26,000 gallons 
Over 26,000 gallons 

4" Meter (All Classes Includinp Standp, ine and Co ns t l c  

5 15.75 
21.75 

N/A 
N/A 

N/A 
N/A 

14.00 
23.55 

Fmt 309,000 galions 
Over 309,000 gallons 

Fmt 37,000 gallons 
Over 37,000 gallons 

6" Meter (All Classes Except Standp me and Constructloll,) 

5,000 gallons 
uv r r  615,000 gallons 

Fmt 71,000 galions 
Over 7 1,000 gd0r.s 

Iriygauon Meters 
All Gallons 

S f 15.75 
21.75 

N/A 
N /A 

N/A 
N/A 

14.00 
23.55 

6 

6 15.75 23.55 

Standpipe or Bulk 
AU Gallons B 21.7: 23.55 

Conswucuon 
All Gallons 21.7: 23.55 



Jtility Source, LLC -Water Division 
locket No. WS-04235A-13-03351 
rest Year Ended December 31, 2012 

Service and Meter Installation Charges 
Total Present 

Service Size Charge 
5/8 x 314 Inch 8 520 
3/4 Inch 575 
1 Inch 660 
1 1/2 Inch 900 
2 Inch Turbo 1,525 
2 Inch Compound 2,320 
3 Inch Turbo 2,275 
3 Inch Compound 3,110 
4 Inch Turbo 3,360 
4 Inch Compound 4,475 
6 Inch Turbo 6,035 
6 Inch Compound 8,050 
1 1/2 Inch $ 675.00 
2 Inch Turbo N/A 
2 Inch Compound f 1,660.00 
3 Inch Turbo N/A 
3 Inch Compound 16 2,150.00 
4 Inch Turbo N/A 
4 Inch Compound f 3,135.00 
6 Inch Turbo N/A 
6 Inch Compound f 6,190.00 

Monthly UsaRe Charge Present 

Proposed Proposed Total Proposed 
Seivice Line Meter Charge 
$ 385 16 135 $ 520 

415 205 620 
465 265 730 
520 475 995 
800 995 1,795 
800 1,840 2,640 

1,015 1,620 2,635 
1,135 2,495 3,630 
1,430 2,570 4,000 
1,610 3,545 5,155 
2,150 4,925 7,075 
2,270 6,820 9,090 

8 550.00 5 675.00 f 1,225.00 
f 830.00 $ 1,195.00 8 2,025.00 
$ 830.00 $ 2,040.00 f 2,870.00 
f 1,045.00 $ 1,820.00 f 2,865.00 
% 1,165.00 f 2,604.00 f 3,769.00 
f 1,490.00 f 2,820.00 f 4,310 .00 
6 1,670.00 f 3,795.00 f 5,465.00 
f 2,210.00 f 5,175.00 $ 7,385.00 
F 2,330.00 f 7,070.00 $ 9,400.00 

Other Senice Charges 
Establishment 
Establishment (After Hours) 
Reconnection (Dehnquent) 
Reconnection (Delinquent) - After Hours 
Deposit 
Deposit Interest 
Reestablishment (within 12 months) 
NSI: Check 
Late Payment Penalty (Fer Month) 
Deferred Payment (Per Month) 
After Hours Service Calls - Per Hour 
After Hours Service Charge 
Moving Customer Meter (at customer request) 

Recommended 
Service Line 

f 20.00 
f 40.00 
F 50.00 
f 40.00 

* 
** 

*** 
f 20.00 

1 .SO% 
1.50% 

f 40.00 
f 40.00 

cost 

Recommended Total Recommended 
Meter Insdlation Cbarge 

Rate Design 

Company 
Proposed Rates 

f 20.00 
Removed 

f 50.00 
Removed 

* 
** 

*** 
f 20.00 

1.50% 
1.50% 

f 40.00 
F 40.00 

cost 

I f 

Surrebuttal Schedule JLK W-17 
3 of 3 

Staff 
Recommended Rates , 

B 30.00 

B 50.00 
N/T 

N/T 
* 

** 
*** 

f 20.00 
1.50% 
1.50% 
N / T  

f 40.00 
cost 

415 
465 
520 
800 
800 

1,015 
1,135 
1,430 
1,610 
2,150 
2,270 

550.00 f 
830.00 0 
830.00 f 

1,045.00 f 
1,165.00 $ 
1,490.00 $ 
1,670.00 F 
2,210.00 f 
2,330.00 J6 

205 
265 
47 5 
995 

1,840 
1,620 
2,495 
2,570 
3,545 
4,925 
6,820 

675.00 
1,195.00 
2,040.00 
1,820.00 
2,604.00 
2,820.00 
3,795.00 
5,175.00 
7,070.00 

620 
730 
995 

1,795 
2,640 
2,635 
3,630 
4,000 
5,155 
7,07 5 
9,090 

1,225.00 
2,025.00 
2,870.00 
2,865.00 
3,769.00 
4,3 10.00 
5,465.00 
7,385.00 
9,400.00 



c 9 

Utility Source, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,201 1 

Surrebuttal Schedule JLK W-18 

Typical Bill Analysis 
General Service 314-Inch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase increase 

Average Usage 4,123 $ 38.58 $ 76.01 $ 37.43 97.01% 

Median Usage 3,500 35.30 69.95 $ 34.65 98.14% 

Staff Recommended 

Average Usage 4,123 $ 38.58 $ 71.82 $ 33.24 86.16% 

Median Usage 3,500 35.30 63.10 $ 27.80 78.75% 

Present 8, Proposed Rates (Without Taxes) 
General Service 3/4-lnch Meter 

Present 
Company Staff 
Proposed YO Recommended % 

Rates Rates increase Rates Increase 
314" 314" 314" 

Minimum Charge $ 18.50 Minimum Charge $ 41.07 Minimum Charge $ 35.10 
1st Tier Rate $ 4.80 1st Tier Rate $ 8.25 1st Tier Rate $ 7 00 

1st Tier Breakover 4,000 1st Tier Breakover 4,000 1st Tier Breakover 3,000 
2nd Tier Rate $ 7.16 2nd Tier Rate $ 15.75 2nd Tier Rate $ 14.00 

Gallons 2nd Tier Breakover 9,000 2nd Tier Breakover 9,000 2nd Tier Breakover 10,000 
Consumption 3rd Tier Rate $ 8.60 1 3rd Tier Rate $ 21.75 1 3rd Tier Rate $ 23.55 I 

$ 18.50 $ 41.07 122.00% $ 35.10 89.73% 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
4,123 
9,000 

10,000 
11.000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

23.30 
28.10 
32.90 
37.70 
44.86 
52.02 
59.18 
66.34 
38.58 
73.50 
82.10 
90.70 
99.30 

107.90 
116.50 
125.10 
133.70 
142.30 
150.90 
159.50 
168.10 
211.10 
254.10 
297.10 
340.10 
383.10 
426.10 
641.10 
856.10 

49.32 
57.57 
65.82 
74.07 
89.82 

105.57 
121.32 
137.07 
76.01 

152.82 
174.57 
196.32 
218.07 
239.82 
261.57 
283.32 
305.07 

348.57 
370.32 
392.07 
500.82 
609.57 
718.32 

935.82 
1,044.57 
1,588.32 
2,132.07 

326.82 

827.07 

11 1.67% 
104.88% 
100.06% 
96.47% 

100.22% 
102.94% 
105.00% 
106.62% 
97.01% 

107.92% 
112.63% 
116.45% 
119.61% 
122.26% 
124.52% 
126.47% 
128.18% 
129.67% 
130.99% 
132.1 8% 

137.24% 
139.89% 
141.78% 
143.1 8% 
144.28% 
145.15% 
147.75% 
149.04% 

133.24% 

42.10 
49.10 
56.10 
70.10 
84.10 
98.10 

112.10 
126.10 
71.82 

140.10 
154.10 
177.65 
201.19 
224.74 
248.28 
271.83 
295.37 
318.92 
342.46 
366.01 
389.55 
507.28 
625.00 
742.73 
860.45 
978.18 

1,095.90 
1,684.53 
2,273.15 

80.69% 
74.73% 
70.52% 
85.94% 
87.47% 
88.58% 
89.42% 
90.08% 
86.16% 
90.61 % 
87.70% 
95.86% 

102.61% 
108.28% 
113.12% 
117.29% 
120.92% 
124.1 1 % 
126.94% 

131.74% 
140.30% 
145.97% 
149.99% 
153.00% 
155.33% 
157.1 9% 
162.76% 
165.52% 

129.47% 



UTiL lN  SOURCE, LLC, Wastewater Division 
Docket No. VVS-04235A-13-0331 
Test Year Ended December 31, 2012 

SURREBUTTAL TESTIMONY OF JORN L. KELLER 

TABLE OF CONTENTSTO SCHEDULES JLK 

SCH # 

JLK-1 
JLK-2 
JLK-3 
JLK-4 
JLK-5 
JLK-6 
JLK-7 
J L K-8 
JLK-9 
JLK-10 
JLK-11 
JLK-12 
JLK-13 
JLK-14 
JLK-15 
JLK-16 
JLK-17 

Revenue Requirement 
Gross Revenue Conversion Factor 
Rate Base - Original Cost 
Summary of Original Cost Rate Base Adjustments 
Original Cost Rate Base Adjustment #I - Security Deposits 
Operating Income - Test Year and Staff Recommended 
Summary of Operating Income Adjustments - Test Year 
Operating Adjustment #I - Operating Revenue 
Operating Adjustment #2 - Water Testing 
Operating Adjustment #3 -Automobile Expense 
Operating Adjustment #4 - Telephone Expense 
Operating Adjustment #5 - Depreciation Expense 
Operating Adjustment #E - Rate Case Expense 
Operating Adjustment #7 - Property Tax Expense 
Operating Adjustment #8 - Income Tax Expense 
Rate Design 
Typical Bill Analysis 



UTILITY SOURCE, LLC, Wastewater Division 
Dockel No. WS-OJ235A-13-0331 
Test Year Ended December 31,2012 

REVENUE REQUIREMEN7 

[A] [BI IC1 
COMPANY COMPANY STAFF 

LINE ORIGINAL FAIR ORIGINAL 
NO. DESCRIPTION COST VALUE COST 

Surrebuttal Schedule JLK-WW1 

[D] 
STAFF 
FAIR 

VALUE 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Adjusted Rate Base $ 830,945 

Adjusted Operating Income (Loss) $ (72.257) 

Current Rate of Return (U I L1) -8.70% 

11 .OO% 

Required Operating Income (L4 * L1) $ 91,404 

Operating Income Deficiency (L5 - L2) $ 163,661 

Gross Revenue Conversion Factor 1.2022 

Required Revenue Increase (L7 L6) $ 196,753 

Adjusted Test Year Revenue $ 121,284 

Proposed Annual Revenue (L8 + L9) $ 318,037 

Required Increase in Revenue (%) 162.23% 

Required Rate of Return 

References: 
Column (A): Company Schedule B-1 
Column (B): Company Schedule B-I 
Column (C): Staff Schedules OCRB, GRCF, NO1 & COC 
Column (D): Staff Schedules OCRB, GRCF, TYOl & COC 

830,945 

(72,257) 

-8.70% 

11 .OO% 

91,404 

163,661 

1.2022 

196,753 

121,284 

318,037 

162.23% 

$ 825,880 

$ (83.382) 

-1 0.1 0% 

9.80% 

$ 80,936 

$ 164,318 

1 2001 

1 s  197,204 I 
$ 119,464 

$ 316,668 

165.07% 

$ 825,880 

$ (83,382) 

-10.10% 

9.80% 

$ 80,936 

$ 164,318 

1.2001 

I $ 197,2041 

$ 119,464 

$ 316,668 

165.07% 



U T l L W  SOURCE, LLC, Wadewater Division 
Docket No. WS-04235A-134331 
Test Year Ended December 31,2012 

GROSS REVENUE CONVERSION FACTOR 

LINE 
NO. DESCRIPTION 

Surrebuital Schedule JLK-WW2 

[A] [B] [C] [D] 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

Calculation of Gross Revenue Conversion Factor 
Revenue 1oo.woo% 
Uncollectible Factor (Line 11) 0.0000% 
Revenues (L1 - L2) 100.0000% 

Revenue Conversion Factor(L1 I L5) 

Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 16.6762s/. 
Subtotal (L3 - L4) 83.3238% 

1.2001 

Calculation of Uncollectible Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
UncoJlectible Rate 
Uncollectible Factor (L9 * L10 ) 

Calculation of Effective Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Raie(L13 +L16) 

Calculation of Effective ProoerW Tax Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L18 ~ LIQ) 
Property Tax Factor (XXX-18. L24) 
Effective Property Tax Factor (L 21 * L 22) 
Combined Federal and State Tax and Property Tax Rate (L17+L22) 

100.0000% 
2.8109% 

97.1881% 
13.3505% 
12.9752% 
15.7861% 

100.0000% 
15.7861% 
84.2139% 
1.0569% 

0.W89W308 
16.6762% 

Required Operating Income (Schedule XXX-1, Line 5) $ 80.936 
Adjusted Test Year Operating Income (Loss)(Schedule XXX-10, Line 40) 
Required Increase in Operating Income (L24 ~ L25) $ 164,318 

Income Taxes on Recommended Revenue (Col. (D), L52) 
Income Taxes on Test Year Revenue (Col. (B), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

$ (83.382) 

Recornmended Revenue Requirement (Scheduie JLK-1, Line 10) 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommended Revenue (L24 * L25) 
Adjusted Test Year Uncolleciible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Property Tax with Recommended Revenue (JLK-18. L l9 )  
Property Tax on Test Year Revenue (JLK-18, L 16) 
increase in Property Tax Due to Increase in Revenue (XXX-18, L22) 

Total Required Increase in Revenue (L26 + L30 + L34tL37) 

Calculation oflncorne T a r  
Revenue (Schedule JLK-10, Col.[C]. Line 5 &  Sch. JLK-1. Col. [B]. Line 10) 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L47) 
Arizona Taxable Income (L36 - L37- L38) 
Arizona State Income Tax Rate 
Arizona Income Tax (L39 x L40) 
Federal Taxable Income (L33 ~ L35) 
Federal Tax on First Income Bracket (61 - $50.000) @ 15% 
Federal Tax on Second Income Bracket (6sO.OOl ~ 575.000) Q 25% 
Federal Tax on Third Income Bracket ($75,001 - 0100,000) Q 34% 
Federal Tax on Fourth Income Bracket ($100.001 - $335,000) @ 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$10,OOO,OOO)@ 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L35 + L42) 

6 316.668 
0.0000% 

$ 
$ 

$ 

$ 6.493 
s 4,409 

6 2,084 

$ 197,204 

Test Year 
s 110,464 S 

218,476 

$ (99,012) 
2.81 09% 

5 (96.229) 
5 (1 2,847) 
B 
$ 
5 
5 

$ 

STAFF 
Recommended 

197,204 $ 316,668 
2.084 220,560 220.560 

$ 96,108 
2.8109% 

(2.783) $ 2,701 
$ 93,406 
6 12,470 

$ (12,847) 
5 (15,630) 

5 12,470 
S 15.172 

Applicable Federal income Tax Rate [Col. (D), L42 - Col. (B), L42]/ [Col. (C). L36 - Col. (A). L361 13.35% 

Calculation of Interest Svnchronlzation: 
Rale Base (Schedule XXX-3. Col. [C], Line (17)) 
Weighted Average Cost of Debt (Schedule XXX-I) 
Synchronized Interest (L45 X L46) 

5 825,880 
0.00% 

5 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended Decemter31. 2012 

Surrebuttal Schedule JLK-WVJ 3 

RATE BASE -ORIGINAL COST/FAlR VALUE 

IC1 
STAFF 

[AI PI 
COMPANY 

AS STAFF AS 
LINE 
NO. DESCRIPTION 

FILED ADJUSTMENTS ADJUSTED 

1 
2 
3 

4 

5 

8 

9 

10 

11 

12 

14 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$ 1,397,271 $ - $ 1,397,271 
455,064 455,064 

$ 942,207 $ - $ 942,207 

LESS: 
Net Contribution in Aid-of Construction (CIAC) $ 11 1,262 $ - $ 111,262 

Advances in Aid of Construction (AIAC) 

Customer Security Deposits 5,065 5,065 

Deferred Income Tax Credits 

Total Deductions $ 111,262 $ 5,065 $ 116,327 

ADD: 
Unamortized Finance Charges 

Deferred Tax Assets 

Allowance for Working Capital 

Total Additions 

Original Cost Rate Base 

$ - $  - $  

References: 
Column (A), Company Schedule B-1 
Column (6): Schedule XXX 
Column (C): Column (A) + Column (6) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS44235A-13-0331 
Test Year Ended December 31,2012 

Surrebuttal Schedule JLK-WW4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

[AI ~ I51 [C] 
Security 

LINE ACCT. COMPANY Deposits STAFF 
NO. NO. DESCRIPTION AS FILED ADJ #1 ADJUSTED 

PLANT IN SERVICE: 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
32 
33 
34 

a 

32 
33 
34 
35 
36 
37 
38 

39 
40 
41 
42 
43 

4.4 

351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
371 
374 
375 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Special Collecting Structures 
Servcies to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reserviors 
Reuse Transmission and Distribution 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant & Misc Equipment 
Office Furniture & Equipment 
Computers &Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 
Net Utility Plant in Service (L29 - L30) 

DEDUCTIONS 
Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC (L32 - L33) 
Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Deferred Income Tax Credits 
Total Deductions 

ADDITIONS: 
Unamortized Finance Charges 
Deferred Tax Assets 
Allowance for Working Capital 
Intentional Left Blank 
Total Additions 

ORIGINAL COST RATE BASE 

105,000 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4.672 

105,000 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4,251 
421 

$ 1,397,271 
455,064 

$ 942,207 

$ 197,973 
86,711 

$ 111,262 

$ 111,262 

$ 

$ 

$ 830,945 

5,065 

$ 5,065 

$ 

$ 1,397.271 
455,064 

$ 942,207 

$ 197,973 
86,711 

$ 111,262 

5,065 

$ 116,327 

P 

$ (5,0651 $ 825,880 

ADJ #: I Description 
1 Customer Security Deposits 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-I 3-0331 
Test Year Ended December 31,201 2 

Surrebuttal Schedule JLK-WW5 

RATE BASE ADJUSTMENT NO. 1 - "Customer Security Deposits" 

[AI PI [CI 
LINE COMPANY STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENT ADJUSTED 

1 Customer Security Deposits $ $ 5,065 $ 5,065 

REFERENCES: 
Column [A]: Company Schedule B-2 
Column [B]: Testimony P. 10 
Column [C]: Column [A] + Column [BJ 



. 

UTILITY SOURCE, LLC, Wasiewater Division 
Docket No. WS-04235A-13.0331 
Test Year Ended December 31,2012 

OPEXATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

Surrebuttal Schedule JLK-WW6 

1 4  ID1 tLl lU1 Ltl 
COMPANY STAFF 
ADJUSTED STAFF TEST YEAR STAFF 

LINE TEST YEAR TEST YEAR AS PROPOSED STAFF 
NO. DESCRIPTION AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDEC 

1 REVENUES: 
2 Metered Water Sales 
3 Water Sales - Unmetered 
4 Other Operating Revenue 
5 Total Operating Revenues 

6 
7 
8 
9 
10 
11 
14 
12 
13 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
27 
28 

OPERATlNG EXPENSES: 
Salaries & Wages 
Sludge Removal 
Purchased Power 
Chemicals 
Repairs & Maintenance 
Office Supplies & Expense 
Contractual Services ~ Other 
Contractual Services - Accounting 
Contractual Services - Professional 
Water Testing 
Rents 
Transportation Expense 
Insurance - General Liability 
Insurance - Health & Life 
Regulatory Commission Expense 
Miscellaneous Expense ' 

Depreciation Expense 
Taxes Other than Income 
Property Taxes 
Income Tax 

29 Total Operating Expenses 

30 Operating Income (Loss) 

$ - $  - $  
11 6.023 116.023 

5,261 (1,820) 3,441 
$ 121,284 $ (1,820) $ 119,464 

$ 197,204 313,227 
3,441 

$ 197,204 $ 316,668 

$ 
12,659 
26,213 

5,400 
7,187 
2,446 

46,650 
20,135 

1,920 
5,669 

3,250 
2,186 

10,000 
13,152 
45,744 

4,476 
(13,545) 

$ - $  
$ 12,659 

- $ 26,213 
- $ 5,400 
- $ 7,187 
- $ 2,446 
- $ 46,650 

$ 20,135 
$ 1,920 

8,858 $ 14,527 
- $  
- $ 3,250 
- $ 2,186 
- $  

6,667 $ 16,667 
(4,116) $ 9,036 

47 $ 45,791 

(67) $ 4,409 
(1,733) $ (15,278) 

- $  

$ 193,541 $ 9,656 $ 203,198 

$ (72,257) $ (11,476) $ (83,734) 

$ - $  
12,659 
26,213 

5,400 
7,187 
2,446 

46,650 
20,135 

1,920 
14,527 

3,250 
2,186 

16,667 
9,036 

45,791 

2,084 6,493 
30,450 15,172 

$ 32,534 $ 235,732 

$ 164,670 $ 80,936 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule JLKWW-7 
Column (C): Column (A) + Column (B) 
Column (D): Schedules JLKWW-1 and JLKWW-2 
Column (E): Column (C) + Column (D) 



. 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

Surrebuttal Schedule JLK-WW8 

OPERATING INCOME ADJUSTMENT NO. I - OPERATING REVENUE 

[AI [BI PI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Operating Revenue $ 5,261 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony P. 16 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 201 2 

Surrebuttal Schedule JLK-WW9 

OPERATING INCOME ADJUSTMENT NO. 2 - WATER TESTING 

[AI P I  [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Water Testing $I 5.669 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony P. 16 
Column (C): Column (A) + Column (B) 

$ 8,858 $ 14,527 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,201 2 

Surrebuttal Schedule JLK-WWIO 

OPERATING INCOME ADJUSTMENT NO. 3 - Automobile Expense 

[AI P I  [GI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Automobile Expense $ 3,250 $ (1,750) $ 1,500 

References: 
Column (A), Company Schedule C-2 & Workpapers 
Column (B): Testimony P. 16 
Column (C): Column (A) + Column (B) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Y e a r  Ended December  31, 2012 

Surrebuttal Schedule JLK-WW1 I 

OPERATING INCOME ADJUSTMENT NO. 4 - Officer and Contractor Telephone Expense 

[AI PI P I  
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENT RECOMMENDED 

1 Telephone Expense  $ 4,732 $ (2,366) $ 2,366 

References:  
Column (A), Company Schedule  C-2 & Workpapers  
Column (B): Testimony 18 
Column (C): Column (A) f Column (B) 



UTILITY SOURCE, LLC, Wastewater Division 
Docket No. WS-0423SA-13-0331 
Test Year Ended December 31.2012 

OPERATING INCOME ADJUSTMENT NO. 5 - DEPRECIATION EXPENSE 

Surrebuttal Schedule J L K - W 1 2  

[AI PI IC1 PI [El 
PLANT In NonDepreciable DEPRECIABLE DEPRECIATION 

Line ACCT SERVICE or Fully Depreciated PLANT DEPRECIATION EXPENSE 
No. NO. PLANT IN SERVICE - DESCRlPTlOh Per Staff PLANT (Col A - COl E) RATE (Col C x Col D) 

Organization Cost $ - $  - $  0.00% $ 1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 
31 
32 
33 

35 1 

34 

352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
37 1 
374 
375 
380 
38 1 
382 
389 
390 

390.1 
391 
392 
393 
394 
348 

Franchise Cost 
Land and Land Rights 

Structures & Improvements 
Power Generation Equipment 

Collection Sewers - Force 
Collection Sewers - Gravity 

Special Collecting Structures 
Servcies to Customers 

Flow Measuring Devices 
Flow Measuring Installations 

Reuse Services 
Reuse Meters and Meter Installations 

Receiving Wells 
Pumping Equipment 

Reuse Distribution Reserviors 
Reuse Transmission and Distribution 

Treatment & Disposal Equipment 
Plant Sewers 

Outfall Sewer Lines 
Other Plant & Misc Equipment 
Office Furniture & Equipment 

Computers & Software 
Transportation Equipment 

Stores Equipment 
Tools, Shop 8 Garage Equipment 

Laboratory Equipment 
Power ODerated Equipment 

105,000 
56,350 

2,879 

260,553 

60,375 

3,450 

903,992 

4,251 
42 1 

- $  

- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  
- $  

(105,000) $ 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4,251 
42 1 

0.00% 
O.OO~/O 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 

10.00% 
10.00~/0 
2.00% 
8.33% 
3.33% 

12.50% 
2.00% 
2.50% 
5.00% 
5.00% 
3.33% 
6.67% 
6.67% 

20.00% 
20.00% 

4.00% 
5.00% 

10.00% 
. .  - $  5.00% 

Subtotal General $ 1,397,271 $ 1,292,271 $ 

Composite Depreciation Rate (Depr Exp I Depreciable Plant): 

1,876 
144 

5,211 

1,208 

69 

45,200 

284 
84 

54,075 

4.18% 
CIAC: $ 197,973 

8,284 Amortization of CIAC (Line 30 x Line 31): $ 

Depreciation Expense Before Amortization of CIAC: $ 54.075 



Surrebuttal Schedule JLK-W13 



LINE 
NO. 

UTILITY SOURCE, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

OPERATING INCOME ADJUSTMENT No. 7 - PROPERTY TAXES 

[A] PI 
STAFF STAFF 

DESCRIPTION AS ADJUSTED RECOMMENDED 

Surrebuttal Schedule JLKVW14 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 

Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Multiplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 -Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 16 - Line 17) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21) 
increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23) 

2 
$ 238,928 

119,464 
$ 358,392 

3 
$ 11 9,464 

2 
$ 238,928 

$ 238,928 
20.00% 

$ 47,786 
9.22620% 

$ 4,409 
4,476 

$ (67) 

2 
$ 238,928 

316,668 
$ 555,596 

3 
$ 185,199 

2 
$ 370,398 

$ 370,398 
19.00% 

$ 70,376 
9.22620% 

$ 6,493 
4,409 

$ 2,084 

$ 2,084 
$ 197,204 

1.056870% 

REFERENCES: 
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue 
Line 17: Company Schedule C-1 Page 3 
Line 21: Line 19 - Line 20 
Line 23: Schedule WW-2 



UTILITY SOURCE, LLC 
Docket No. WS-0423%-13-0331 
Test Year Ended December 31, 2012 

OPERATING INCOME ADJUSTMENT NO. 8 -INCOME TAX EXPENSE 

LINE 
NO. DESCRIPTION 

1 Income Tax Expense 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony P. 20 
Column (C): Column (A) + Column (6) 

Surrebuttal Schedule JLK-WW15 

[AI [El [CI 
C 0 M PANY STAFF STAFF 
PROPOSED ADJUSTMENT RECOMMENDED 

s (1 3,545) $ (1,733) $ (15,278) 



iJilIliy Source, LLC - Wastewater Civision 

Test Year Ended December 31, 2012 
DGCket N O  WS-04235A-12-0339 

llfcter Size (!\I1 (:lnasesk 
518 x 3/4 Inch 
314 Inch 
1 Inch 
1 1,’2 Inch 

3 Tach 
4 lnch 
6 Inch 

2 rllcil 

Commodity Charge - Per 1,000 Gallons 

Resid en tial $ 5.84 
Commercial and Industrial: 

Car wzhes: laudroinats, Commercial, Manufact 5.71 
Hotels, Motels 7.66 
Restauarants 9.46 
Industrial Laundries s.39 
Waste haulers 171.20 
Restuarant Grease 14930 
Treatment Plant Sludge 171.20 
Mud Sump Waste  535.00 

Establishment 
Establishment (After Hours) 
Reconnection (Delinquent) 
Reconnection (Delinquent) ~ After Hours 
Deposit 
Deposit Interest 
Reestablishment (..itl;n 12 months) 
h’SF Check 
Late Payment Penalty (Per Month) 
Deferred Payment (Per Month) 
Sen-ice Calls - Per Hour/Aftrr Hours(a) 
After Hours Sen& Charge 

6. 2000 
o 4000 
$ 5000 
$ 4000 

* 
** 

**Y 

Q 20 00 
1507’ 
1 507 

I 4000 
$ 4000 

* Per Commission Rule A.A.C. R-14-2-603(B) 
** Per Commission Rule 1i.A C. R-1 C2-603Q3) 
+** Per Commission Rule A.A.C. R-14-2-603p) - Months off 

Service and Meter Installation Charges 

Service Size 
518 s 314 Inch 
3/4 Inch 
1 Inch 
1 112 Inch 
2 Inch Turbine 
2 Inch Compound 
3 Inch Turbine 
3 Inch Compound 
4 Inch ’Turb~ne 
4 Jnch Compound 
6 Inch Turbine 
6 Inch Compound 

Total Presen 
Charge 

o 521 
575 
660 
900 

1,525 
2,320 
2,275 
3,110 
3,360 
4,475 

8,050 
6,035 

Rate Design Surrebu!tal Schedule JLK WW-16 

S 53.00 
53.00 

132.50 
265.00 

84S.00 
1,325.00 

421.00 

2,650.00 

6 5.31 

5.20 
6.97 
8.61 
1.63 

155.79 
136.32 

486.S5 
155.79 

s 20 00 
5 
s 50 00 
s 

* 
3 *  

1 ** 
$ 20 00 

150% 
1 50% 

s 40 00 
0 40 00 

system t i n e s  the montlll!i minimum 

Cbaqe  
s 385 $ 135 P 520 

415 205 
465 265 
520 475 
so0 995 
800 1,840 

1,015 1,620 
1,135 2,495 
1,430 2,570 
1,610 3,545 
2,150 4,925 
2,270 6,820 

620 
730 
995 

1,795 
2,640 
2,635 
3,630 
4,000 
5,155 

9,090 
7,075 

5 50 on 
65.00 

15o.on 
350.00 
-1OU.lJO 
600.00 
800.00 

1,0n0.00 

50.00 

11.61 
11.61 
11.61 
11.61 
11.61 
11.61 
11.61 
11.61 

6 30 00 
No l‘anff 

a 50 00 
No Tanff 

* 
** 

I *t 

Q 20 00 
1 50% 
1 50% 

No  Tanff 
5 40 00 

s 415 $ 105 B 520.00 
415 205 620 
465 265 730 
520 475 395 
800 995 1,795 
800 1,S40 2,640 

1,015 1,620 2,635 
1,135 2,495 3,630 

1,610 3,545 5,155 
1,430 2,570 4,000 

2,150 1,325 7,075 
2,270 6.820 9.090 



Utility Source, LLC 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Surrebuttal Schedule JLK-\nVl7 

Typical Bill Analysis 
Rcsjdential3/4-lnch Meter 

l'resen t Proposed 1IoUar Percmt 
Companv Proposed Gallons Rates Rates lncrcase Increase 

Average Usage 4,123 4 24.08 S 74.89 $ 50.81 21 I .04'% 

Median Usage- 3,500 20.44 71.59 S 51.15 250.22Oh 

Staff Recommended 

Average Usage 4,123 $ 24.08 6 65.00 S 40.92 169.95% 

Median Usage 3,500 20.44 65.00 S 44.56 21 8.00"/0 

Present &Proposed Rates (Wthout Tases) 
General Service 3/+Inch Meter 

Present 
Fates 

314" 
Minimum Charge $ - 

1st Tier Rate 5.8400 
1st Tier Breakover 99,999 

2nd Tier Rate 
Gallons 2nd Tier Breakover 
Consumption 3rd Tier Rate 

s 
1,000 
2,000 
3,000 
4,000 
3,500 
5,000 
6,000 
7,000 
8,000 
4,123 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 

25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

20,000 

100,000 

5.84 
11.68 
17.52 
23.36 
20.44 
29.20 
35.04 
40.88 
46.72 
24.08 
52.56 
58.40 
64.24 
70.08 
15.92 
81.76 
87.60 
93.44 
99.28 

105.12 
110.96 
116.80 
146.00 
175.20 
204.40 
233.60 
262.80 
292.00 
438.00 
583.99 

Company Staff 
Proposed ?/o Recommended 910 

Rates Increaze 
\ I A" 

Minimum Charge $ 53.00 
1st Tier Rate 5.3100 

1st Tier Breakover 999,999 
2nd Tier Rate 

2nd Tier Breakover 
3rd Tier Rate 

0 53.00 
58.31 
63.62 
68.93 
74.24 
71.59 
79.55 
84.86 
90.17 
95.48 
74.89 

100.79 
106.10 
111.41 
116.72 
122.03 
127.34 
132.65 
137.96 
143.27 
148.58 
153.89 
159.20 
185.75 
212.30 
238.85 
265.40 
291.95 
318.50 
451.25 
584.00 

898.46% 
444.69?/0 
293.44?/0 
217.81 "/o 
250.22% 
172.43"/0 
142.18% 
120.57% 
104.37% 
21 1.04% 

91.76% 
81.68% 
73.43% 
66.55% 
60.73% 
55.75% 
51.43% 
47.65% 
44.31% 
41.34% 
38.69% 
36.30% 
27.23% 
21.1 8% 
16.85'Yo 
13.61% 
11.09':'n 

3.03% 
0.00"/0 

9.0n?/o 

Rates Increase 
3 /4" 

hhnimumChacge 6 65.00 
1st Tier Rate 

1st Tier Breakover 
2nd Tier Rate 

2nd Tier Brealiover 
3rd Tier Rate 

F 65.00 
65.00 1 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.00 
65.110 

013.01% 
456.51% 
27 1 .OO% 
178.25% 
218.00% 
122.60% 
85.50% 
59.00% 
39.13?/0 

169.95% 
23.67% 
11.30% 
1.18% 

-7.25% 
-1 4.38% 
-20.50% 
-25.80% 
-30.44% 
-34.53% 
-38.1 7% 
-41.42'/0 
-44.35% 
-55.48% 
-62.90% 
-68.20O:a 
-72.17% 
-75.27% 
-77.74% 
-85.1 6% 
-88.87% 



EXHIBIT JLK 6.1 . h 

COIJIMISSIONERS 
808 STUMP - Chairman 

GARY PIERCE 
BRENDA BURNS 

JODI JERlCH 
Executive Director 

BOB BURNS 

ARIZONA CORPORATION COMMISSION __  -. ______SUSAN BITTER SMITH 

July 14,20 14 

Steve Wene, Esq. 
MOYES SELLERS & HENDRICICS, LTD. 
1850 North Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 

Re: StafFs Sixth Set of Data Requests to Utilily Source, LLC 
Docket No. \n/S-O4235.4- 13-033 1 

Dear Mr. Weiie: 

_. - - -  - - - -  Please treat this as Staffs Sixth Set of Data Requests to Utility Source, LLC, i n  the above 
matter. 

For purposes of this data request set, rlie words "Ut.ility Source," "Company," "you," and 
"your" refer to Utility Source, LLC and aiiy representative, including every person and/or entity 
actin8 with, under the control of, or on behalf of Utility Source, ILC.  For each a.nswer: please 
identify by name: title, and address each person providing infomiation that forms the basis for 
the re.sponse. provided. 

These dat.a requests are continuing, and your answers or any documetits supplied i n  
response to these data requests siiould be. supp1eyxnte.d with any additiouai inforiii&ion or 
docume1it.s that come to your attention after you l ime provided your initial responses. Please 
respond within ten calendar days of your receipt of the copy of this le.tter. However, i f  you 
require additional time, please let us know. 

]'lease provide one hard copy as wel l  ns searchable PDF, DOC or EXC'EI,/ile.s (via eln.aii or 
electronic nzeriic) of the reqircsfstcd n'n~'ri direcl!).! fo end l  qf (he foLfowhig ctrliIrtsst!eis virr 
ov.mTi,olrl ricliwt-y services to :  

(1) Jorn L. Keller, Gtilities llivision, h-izona Corporation Commission, 1200 West 
Was h in gto ii Street , P hoe 11 i x, A r izoiu 8 5 00 7 .  j keilerGj:zz,c.c, EOV 

Wesley C. Van Cleve, Legal Division, Arizona Corporation Commission, 1200 
West Washington Street, Phoenix, Arizona 85007. \ ~ v a n c I e ~ ~ ~ ~ , ~ z c c . ~ . o \ :  - 

(2) 

WCVC:rbo 
Enc. 
cc: .lorn K.eiler 

A txoriie ys, Lega 1 Division 
(602) 542-3402 



. . .  

~ : i i  zo N A c: o RP 0 iwri o 3 c o RI M r s s I o N 
S'r.4@F7S SIXTH SET Ox.' DATA REQUESI'S 'I:O 

w l i , i ' r Y  SOURCE, LLC 
DOC: rwr  NO. w 5-042 3 SA - I. 3-033 I 

-- . ,JUI.,'Y7,2014 .. . . . .  . .  - . 

Subject: A11 information responses should ONLY be provided in searchable PDF, DOC or 
EXCEL files via ernail or electronic media. 

JLK 6-1 Five Year R.evenue and Expense Prqjections - In regard to the newI!i-constructed 
standpipe, please. provide a five-year projection. of anticipated revenues and 
expenses (i.e.: for each year beginning in 2014 and going th.roiigh tlie end of 
201 9). As  part of your response; please provide the following: 

a. Revenues - For each year of the projection, please provide a calculation 
showing how the future revenues were. determined. The calculation 
should include the total number of gallons sold (in thousands) and the 
price at \vhich the gallons are sold. Also, please explain all assi.impt.ioix 
used in the devekqment of these revenue forecasts (e.g.. increases in 
" eallons sold from year over year), and please provide all supporting 
d ocu nie 1'1 tati o n. 

&ewes - For each ye.ar of the projection, please provide a calculation 
showing how tlie e.xpenses were calculated. Please identify each expense 
separately and provide. a calculalion showing how the expense was 
derived. Also, pIeaSe explain all assuniptions used in iiiakirig these 
expense projections, and please provide supporting documentation for 

b. 

' each expense. 

1. For depreciation expense, plea.se identify all plant (Le. standpipe 
a.nd any other plant or facility neded  to adequa.tely operaie the 
standpipe by SARIJC plant ; ~ C C O L I I ~ ~  number ,  gross cost of  plant, 
accumulated depreciation on each item of' plant, and deprec.ia.tioii 
rate used. 

JIJK 6-2 Sources of Water for Standpipe - Identify the source, or sources of water to be 
used in con-junction with this standpipehater distribution c.enter. If 11101-e tha11 
one well will be. used, please provide an estimate of the annual water volun~es 
coming from each well. 

Wells Iloolted ED To St.aiidpiI)e - Ide.ntify all wells currently hooked u p  to this 
standpipehater dist.ribution center, or  expecxed to be hooked up vhen the FdciIi~y 
becomes opera t i o iia 1. 

Map of Standpipe Loc.a* - Provide a map showing where in tlie Coiiipny's 
C X N  this new standpipe Facility is loc.ated, where all Colnpany water wells are 
located, arid clearly note a l l  water lines that will be used to supply ~ a i e r  
deliveries from this water distribution center. 

JLK 6-3 

JLK 6-4 

. 



c . 

- 

Subject: All information I-esponses should ONI,Y he pi-oviclcd in seni-cb;tble PDF, DOC 01- 

EXCEL files \riil email or ekttronic media. 

.JLK 6-5 Mains and Senice Lines for StillidDjE - Using the map provided in response LO 

Staff Data Request ILK 6-4, please identi@ all mains and/or service lines that 
were added in order to provide water to this water disrribution center. Identify 
and fully document ail costs/investnients associated with these main and/or 
service 1 i ne add i t io 11s. 

,JI,K 6-6 Q3ening Dale of Staiidpilx - Please provide the date that tlie Comlmiy belieces, 
or plans, to have this standpipe available lo serve the public? 

,JI,K 6-7 Monthly S t a n d p i x  Sales Activity -- Please provide the stand pipe sales activity to 
Staff via einail for each month fi-om the month fhe standpipe is open to [lie public 
until the dale of the open meeting related to the Commission's approval of the 
Company's requesl in llocket No. 13-033 1. 

JkK 6-8 Business Plan - Please provide full and complete copy of the Company's 
business pIan regarding the newly constructed standpipe. This Business Plan 
should include a list of all operational and financial assumptions made in the 
develc~pment of this Business Plan. Also, please provide sensitivity analyses 
related to possible. variances in tlie assumptions driving anticipated Business P1a1-l 
results. These assumptions would he espected to include sales volumes estimates, 
operating c.ost estiniaLes, billing rate assuniptions. Provide a copy of all 
supporting schedules in Excel format wid1 h l l y -  fhictional fomulas. 

J L K  6-9 Enr_rineering Description of Standp&s - Provide a full engineering description of, 
and facility design plan forc the standpipelwater distribution center's operatiorial 
co n fig u ra t i o ii s . 

J].,K 6-10 Cost of the Standp&e//Water Distribution Center, Ii.emainder of Invoices ... In 
referereixe to Company's anscvea- to I h t a  Reque.st JLK 4.6, is the standpipe the 
only plant classified as Construction Work in Progress (CWIP totals 
S74,120.55)? Company receipts provided in answe.r to Data Request .ILK 2.2, 
i.nclude the following receipts that appear to be associated with constrmtion of the 
standpipe. 



Subject: All information responses should ONI,Y be provitlcd in searctiablc P D P ,  DOC or 
EXCEL, files via ernail or electronic media. 

2/4/2010 Water Products.Net Standpipe $10,000 
3/ 18/2010 Water Products. Net End os u re 3,341 
4/16/2010 Pam Synod Landscape Design 425 

36,684 
6/24/2010 Ninyo Moore Standpipe Svc. 2,500 
4/21/2010 Shephard Wesnitzer Standpipe plans 1,748 

753 
4/29/2009 Spectrum GrD l i f t  station 358 

?/2010 Water P roducts . N e t Stand pi pe 

5/21/2010 Shephard Wesnitzer Standpipe Svc. 

$55,809 

a. Please explain the difference in  the total of the receipts and the toial cost 
included in CWIP and provide copies of any additional invoices 
supporting the total cost claimed by the C.ompan):. 

b. Receipts submitted by the Company indicate that distribution mains were 
replac.ed in  201 1 at a cost of % 14,432. Where were these maim installed'? 
Were they associated with constrilc.tion of the standpipe? 

.JLK 6-11. 

3 L M  6-12 

.ILK 6-1 3 

Customers and/or Potential Customers - Please. identify all customers or pote.ntia1 
customers for the standpipe and the antjcipa.ted iiionthly AND an.nual sales from 
each custoiner. Please provide copies of any conlracts, ci-ed.it applications, 01: 

facility use card applications. Please provide copies of correspondence writien I:O 

or received from the actual andior potential customer. 

Sec.urity Deposits for Standiiiie - Explain how, 01- ir, the Company is going to 
require security deposits fi-on? potent.ia1 customers. Provide a copy of all se.curi ry 
deposit forins to be used by the Company. Have such forms or tariffs been 
submitted to the ACC. for review and appi~oval? Please explain. 

Standpipe Payment Ca.l-ds and Water De.1iim-y Billinrz Questions - Please a11sctle.r 
or provide the foilowing 

a. Please provide all documentation concerning the Company's standpipe 
pay men t o 1- pre- payment del i v e ry track i ng and b i 1 1 i 17 g cards . 

b. Please state whether the cost lo custoiners will be based on actual ga1lo1l.s 
sold (e.g. customer pumps 1:025 gallons and pays for 1,025 gallons) or 
rounded qddown gallons (e.g. customer pumps 1 $25 gallons but pays for 
2,000 gallons) 

http://Products.Net
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-. . _. _. 

Subject: All information responses shnuld ONLJ' be provicled in searchable I'Dt.?, DO(: 01- 

EXCKT, files via email or  electronic media. 

c. Please state what means of payment will be accepted (e.g. Credit card, 
Pre-paid card, Monthly billing). 

J L K  6-14 

JI,K 6-15 

.ILK 6-16 

J L K  6-17 

,ILK 6-18 

J7I,1< 6-19 

3LK 6-20 

Financing for StandpAs - Please state how lhe standpipe facility was financed 
and the terms of tlie financing. Please proikle all supporting documentation. I f  
main exte~isions or other services lines were installed to directly or indirectly 
serve this distribulioii center, please explain how the investments in  these lines 
here financed? 

ADEC) - Requirements - Whai are the ADEQ requirements for the standpipe'? 
Have these requiremenls been mei? Prox'ide a copy o f  both the ADEQ Approval 
10 Construct this facility and a copy of tlie ADEQ Approla1 of Construction 
related to this facility. 

Standpipe and CC&K - If not clearly addressed or explained in  the Business Plan 
submitted iii response to Staff' Data Request JLI< 6-8,  please provide data iii 

support of the need for a standpipe in the community or coniiiiunities to be 
served by this facility. \Xias it requested by existing ratepayers'? ff so, please 
explain. 

Correspondence Regarding Standpipe Service Availability- Provide a copy of all 
letters or other correspondence generated by tlie Company to announce or market 
the a.vailability of this new facility? Identify the c.osts iiicurred in de\:.eloping or  
seiiding out these aiinouncements and identify how, and when, these costs were 
recorded on the Company books and records'? 

Reasonableness of Proposed Standpipe Rate - Please provide full suppolrt for i.j?e 

reasonahleness of the Company's request for a tariffed billing rate of $2 1.7 j per 
1,000 gallons for the deliveries througli this new water distribution cent.er. 

Revenue for Standnip2 - Explaiiz where i n  h e  Company's pending rate 
application and proof of revenues, tlie additional revenues from this \vater 
distribution center have been quantified and identified. 

Portion of Well No. 4 Related io Standpipe - Staff notes that the C~ompan~~' . r ;  
investment in  well .h' 4 was approximtely $730?000 at the time of  the last rate 
case and this investment level has now grown to almost S1,500,000. Identify and 
fully explain and discuss the portion of this increme.nial investnient n1ade in 
whole, 01- in part, to support water deliveries through this new distribution center? 
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I + 600 STUMP - Chairman 

G A R Y  P I E R C E  
S R E N I X A  BURNS 
BO3 B U R N S  

SUSAN BITTER S M I T H  ARIZONA C O R P O R A T I O N  COMMISSION 

J O D l  JERJCH 
Executive Director  

EXHIBIT JLK 6.8 

Steve Wene, Esq. 
MOYES SELLERS & HENDRICKS, LTD. 
f 850 North Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 

Re: Sta.fPs Seventh Set of Data Requests to Utility Source, LLC 
Docket No. WS-04235A-13-033 1 

Dear Mr. Wene: 

Please treat this as Staffs Seventh Set o f  Data Re.quests to UtiIity Source, LLC in the 
above matter. For purposes of this data requsst set, the words "Utility Source," "Company," 
i: vouI1' and "your" refer to Utility Source, LLC and any representative, iiicludilig every person 
aAd/or entity acting with, under the control of; or on behalf of  Gtility Source, LLC. For eacl1 
answer, please identify by name., title, and address each person providing information that forms 
the basis for the response provided. 

... ., . - -. . .- ---. 

These data requests are continuing, and your answers or any documents supplied in 
response to these data requests should be suppleinented with any additional irlforllzation or 
docuiiieiirs that come to your mention after you have provided your initial responses. Please 
respond within ten calendar days of your receipt of the copy of this letter. Hov,ever, if you 
require additional h e ,  please let us know. 

( 1 )  .lorn Kelier, Ulililies Division, Arizona Corporation Commission: 1200 \Vest 
Washington Street, Phoenix, Arizona 8 5007. $el Ie rGjazcc. gov 

(2) John .A. Cassidy, Utilities Division, Arizona Corpomtion Commission; 1200 \Irest 
R~asliington Street: Plioenix, Arizoria 85007. jcassidv';';. -.-_L ! z.nr.c<; .- cy) \ ;  

( 3 )  Mike Thompson, Utilities Di.vision, Ar imia  Corporation Commission, I200 West 
Washi ngton S tre.et? Phoenix ~ Arizona 8 5 007. ni thomlxo ri<i%azc,c.,= 

(4) We.slep C. Van Cleve, L.egal Division, -4rizoiia Corporation Commission, 1200 
West Washington Stre.et; Phoenix, Arizona 85007. ~ ~ ~ a n c I e v e ! ~ . a z c c . ~  

Sincerely , 

k d L  
WCVC:rbo 
Enc. 
cc: .lorn Keller (via enmil 07dyi 

Wesley  ai CIeve 
Matthew Laudone 
.4ttomeys, Legal Divisiol~ 
(602) 542-3462 



A IWO SA co w o  wm o M co MM IS s I os 
S?'A]' ?E '-9 5 . SEv-~,s'fl-I SEI' 01.' DA'rA I<r<Q[Jj<s'fs '1'0 

w r m y  SOU RC:: E, LI.,C 
DOCKET NO. WS-04235A-13-0331 

J.ULY 1.8, 2014 . . . . . . . 

Subject: All information responses should C)N%Y be provided in searchable PDF, DOC o r  
EXCEL, files via ernail o r  electronic nx'edia. 

J.4.C 7.1 Debt Obliaatioii -- In response to an earlier Staff data request (Le., .JAC 5.1)> the 
Company indicated chat the $41,562.5 1 long-term debt reported in LJti l i ty 
Source's 20 3.3 annual report filed with the Arizona Corporation Commission is 
intended to be a short-term line of credit: and as such should properly have been 
accounted for as a short-term note payable. However, supplemental data 
presented on p. 12 ofthe 201 3 annual report indicates Ihat Ihis debt obligation has 
a inaturity date of January 2, 2019. I n  light ofthis hct,  please provide a copy of 
the signed loan a.greement between Mr. Lonnie McCleve (the sairce. of the loan) 
and Utility Source, LLC to substant.irtce the character of this $41,563.51 obligation 
as short-teini debt. 

Standpipe/Water Distribution Center -- Provide infonixition, in the form of an 
engineering report, that deta.iIs the impact the StandpipdWater Disti-ibution 
Center, when in operation (ope.rarin<)., will have on the Flagstaff Meadows 
distribution system water pressure. 

Purchased Power Expense -- Please expiain why receipts for APS elec.tricity 
service provided i n  response to Dala Request No. 1.7 total $100,831, while the 
Purchased Power Expense of both systems totals $93,000. 

Why were APS bills totaling S;51,1.76 paid by Gtility Source for  service to a 
location on the APS invoices noted as the Hellenioiir Jiffy Shop'? 

Well 4 Cost Alloc.ation - 111 response to Data Request No. .JM 2.2, the Coni1miy 
produc.ed a iiuiiiber of iiivoic.es to support utility plant in ser1:ic.e balances. 
However, Staff has been unable to reconcile the receipts to Coiiipany's value of 
the plant. Specifically, Staff cannot identify receipts Iotaling the value of 1he 
inci-emental additions to Well 4 totaling $770,617 Please provide receipts and 
copies of adding machine tapes to the extent. necessary if several invoices need to 
be added to get total c,osts, to support the costs of the. additions and allocate ~1ie 
costs to the conect NAl?.'LiC asset acc0unt.s. I n  addition, please identify the costs 
for Account 3 1 I Electric Punipiiig E.quipriient. 

Iiitet-venors' Data Reque.sts - Ple.ase provide copies of the questions and responses 
of all data requests by the liesideintial Etility Commission Office and other 
i n ten: e i i  o rs . 

. .  . . 

MST 7.2 

JL.IC 7.3 

JL.rc 7.4 

.u 7.5 
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EXHIBIT JLK 7.2 

Steve Wene, No. 019630 
MOYES SELLERS & HENDRICKS LTD. 
1850 N. Central Avenue, Suite 11 00 
Phoenix, Arizona 85004 

swenealaw-rnsh.com 
Attorneys for Utility Source, L.L.C. 

(602)-604-2189 

BEFORE TRE ARIZONA CORPOFUTION COMMISSION 

COMMISSIONERS 
BOB STUMP, CHAIRMAN 
GARY PIERCE 
BOB BURNS 
SUSAN BITTER SMITH 
BRENDA BURNS 

IN THE MATTER OF THE APPLICATION 
OF UTEITY SOURCE, LLC, AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN 
ITS WATER AND WASTEWATER RATES 
AND CHARGES FOR UTILITY SERVICE 
BASED THEREON. 

Utility Source, L.L.C. (“Company”), hereb 

DOCKET NO: WS-04235A-13-033 1 

RESPONSE TO STAFF’S 
SIXTH SET OF 

DATA REQUESTS 

responds to Staffs sixth set of data 

requests as follows: 

JLK 6.1 
constructed standpipe, please provide a five-year projection of anticipated revenues and 
expenses (Le., for each year beginning in 2014 and going through the end of 2019). As 
part of your response, please provide the following: 

Five Year Revcnuc and Expense Projections - In regard to the newly- 

a. Revenues - For each year of the projection, please provide a calculation 
showing how the future revenues were determined. The caIcuIation should include the 
total number of gallons sold (in thousands) and the price at which the gallons are sold. 
Also, please explain all assumptions used in the development of these revenue forecasts 
(e.g., increases in gallons sold froin year over year), and please provide all supporting 
documentation. 

1 

http://swenealaw-rnsh.com
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b. Expenses - For each year of the projection, please provide a calculation 
showing how the expenses were calculated. Please identify each expense separately and 
provide a calculation showing how the expense was derived. Also, please explain all 
assumptions used in making these expense projections, and please provide supporting 
documentation for each expense. 

i. For depreciation expense, please identify all plant (Le., standpipe 
and any other plant or facility needed to adequately operate the standpipe by NARUC 
plant account number, gross cost of plant, accumulated depreciation on each item of 
plant, and depreciation rate used. 

Response: 
ability to answer these questions accurately a t  this time and any such answers would 
be speculative. 

The Company does not have such projections. The Company has no 

JLK 6.2 
be used in conjunction with this standpipe/water distribution center. If more than one 
well will be used, please provide an estimate of the annual water volumes coming from 
each well. 

Sources of Water for Sfaridpjx - Identify the source, or sources of water to 

Response: 
deliver water to the system, including the standpipe. The Company’s well use will 
be consistent with previous practices. 

Groundwater. The standpipe is connected to  main system. All wells 

JLK 6.3 
this standpipe/water distribution center, or expected to be hooked up when the facility 
becomes operation. 

Wells Hooked Up To Standp- - Identify a11 wells currently hooked up to 

Response: 
supplied through the system. 

All wells are connected to the system and the standpipe water is 

JLK 6.4 
Company’s CCN this new standpipe facility is located, where all Company water wells 
are located, and clearly note all water lines that will be used to supply water deliveries 
from this water distribution center. 

Map of StandiJipc Location - Provide a map showing where in the 

Response: 
location is set forth in Attachment 6.4. 

No such map exists. A plan showing the location of the standpipe 

JLK 6.5 Mains and Service Lines for StandtiPe - Using the map provided in 

2 
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response to Staff Data Request JLK 6.4, please identify all mains and/or service lines that 
were added in order to provide water to this water distribution center. Identify and fidly 
document all costshvestments associated with these main and/or service line additions. 

Response: 
standpipe is adjacent to the storage tank and booster station. 

See Attachment 6.4 No transmission lines were necessary because the 

JLK 6.6 
believes, or plans, to have this standpipe available to serve the public? 

Opening Date of Standpipe - Please provide the date that the Company 

Response: September 1,2014. 

JZK 6.7 Monthly Standpipe Sales Activity - Please provide the standpipe sales 
activity to Staff via email for each month from the month the standpipe is open to the 
public until the date of the open meeting related to the Cormnission’s approval of the 
Company’s request in Docket No. 13-0331. 

Response: No response required at this time. 

JLK 6.8 
business plan regarding the newly constructed standpipe. The Business Plan should 
include a list of all operational and financial assumptions made in the development of this 
Business Plan. Also, please provide sensitivity analyses related to possible variances in 
the assumptions driving anticipated Business Plan results. These assumptions would be 
expected to include sales volumes estimates, operating cost estimates, billing rate 
assumptions. Provide a copy of all supporting schedules in Excel fonnat with fblly- 
functional formulas. 

Business Plan - Please provide a full and complete copy of the company’s 

Response: The Company has no such plan drafted. 

JLK 6.9 
description of, and facility design plan for, the standpipe/water distribution center’s 
operational configurations. 

Engineering Description of Standpipe - Provide a full engineering 

Response: See Attachment 6.4. 

JLK 6.10 
In reference to Company’s answer to Data Request JLK 4.6, is the standpipe the only 

Cost of the Standpipe/Water Distribution Center, Remainder of Invoices - 

3 



plant classified as Construction Work in Progress (CWIP totals $74,120.55)? Company 
receipts provided in answer to Data Request JLK 2.2, include the following receipts that 
appear to be associated with construction of the standpipe. 

2/4/20 10 
311 81201 0 
411 6/20 10 

?I20 10 
6/24/20 10 
412 1 /20 1 0 
5/21/2010 
4/29/2009 

Water Products.Net 
Water Products.Net 
Pam Synod 
Water Products.Net 
Ninyo Moore 
Shephard Wesnitzer 
Shephard Wesnitzer 
Spectrum Grp 

Standpipe 
Enclosure 
Landscape Design 
Standpipe 
Standpipe Svc. 
Standpipe plans 
Standpipe Svc. 
Lift Station 

$10,000 
3,341 

425 
36,684 
2,500 
1,748 

753 
3.58 

$55,809 

a. Please explain the difference in the total of the receipts and the total cost 
included in CWIP and provide copies of any additional invoices supporting the total cost 
claimed by the Company. 

b. Receipts submitted by the Company indicate that distribution mains were 
replaced in 201 1 at a cost of $14,432. Where were these mains installed? Were they 
associated with construction of the standpipe? 

Response: The Company is not seeking CWIP in rate base. There is no post-test 
year plant requested in rate base. Receipts are  set forth in Attachment 6.10. Note 
the invoice paid to Shepard Westnitzer for  $1,404.00 was delivered and paid after 
December 31,2009 when Well 4 was put into service. This invoice was erroneously 
placed in CWIP for the standpipe. The mains replaced in 2011 were required for 
Well 4, not the standpipe. 

JLK 6.11 
potential customers for the standpipe and the anticipated monthly AND annual sales fi-on 
each customer. Please provide copies of any contracts, credit applications, or facility use 
card applications. Please provide copies of correspondence written to or received from 
the actual and/or potential customer. 

Customer and/or Potential Customers - Please identify all customers or 

Response: 
rancher and a local KOA summer campground. There are no written contracts. 

The Company anticipates that it will supply bulk water to  a local 

JLK 6.12 Securitv DeDosits for Standpiue - Explain how, or if, the Company is goin 
to require security deposits from potential customers. Provide a copy of all security 
deposit forms to be used by the Company. Have such forms or tariffs been submitted to 

4 
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the ACC for review and approval? Please explain. 

Response: Technology now allows prepayment and credit card transactions. The 
customer will have to  make payment and then take water. If the customer overpays 
for the transaction, that amount will be credited to the customer’s next purchase. 
There are no security deposits per se. 

_ _ _  _ - -  

JLK 6.13 
answer or provide the following: 

StandPipe Payment Cards and Water Delivery Billinp Ouestions - Please 

a. Please provide all documentation concerning the Company’s standpipe 
payment or pre-payment delivery tracking and billing cards. 

b. Please state whether the cost to customers will be based on actual gallons 
sold (e.g. customer pumps 1,025 gallons and pays for 1,025 gallons) or rounded up/down 
gallons (e.g. customer pumps 1,025 gallons but pays for 2,000 gallons). 

c. Please state what means of payment will be accepted (e.g. Credit card, Pre- 
paid card, Monthly billing). 

Response: The tracking and billing will be electronic. Unless special 
circumstances warrant, the Company will take credit and debit cards for payment. 
The system will measure actual gallons. 

JLK 6.14 
financed and the terms of the financing. Please provide all supporting documentation. If 
main extensions or other services lines were installed to directly or indirectly serve this 
distribution center, please explain how the investments in these lines were financed? 

Financing for Standpipe -Please state how the standpipe facility was 

Response: 
of credit from the owner. As previously explained, the Company was unable to pay 
the owner within a year due to the lack of sufficient funding. No main extensions 
were needed to connect the standpipe to the existing system. 

The standpipe was constructed using Company investment and a line 

JLK 6.15 
standpipe? Have these requirements been met? Provide a copy of both the ADEQ 
Approval to Construct this facility and a copy of the ADEQ Approval of Construction 
related to this facility. 

ADEQ - Requirements - What are the ADEQ requirements for the 

Response: 
Construction. The Company has not received the Approval of Construction. See 

ADEQ requires an Approval to Construct and Approval of 

5 
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Littachment 6.4. 
... 

ILK 6.16 
Business Plan submitted in response to Staff Data Request JLK 6-8, please provide data 

support of the need for a standpipe in the community or communities to be served by 
:his facility. Was it requested by existing ratepayers? If so, please explain. 

Standpipe and CC&N - If not clearly addressed or explained in the 

Response: 
there is no need for them to haul water. Therefore, they did not request the water 
hauling standpipe. Water haulers and contractors have made the request for the 
sewice. 

Existing ratepayers receive water through the distribution lines, so 

JLK 6.17 
3f all letters or other correspondence generated by the Company to announce or market 
the availability of this new facility? Identify the costs incurred in developing or sending 
mt these announcements and identify how, and when, these costs were recorded on the 
Company books and records? 

Co~cspandcnce Regardin? Standpipe Service Availability - Provide a copj 

Response: The Company has not marketed the standpipe operation. 

JLK 6.18 Reasonableness of Proposed Standpipe Rate - Please provide full support 
€or the reasonableness of the Company’s request for a tariffed billing rate of$21.75 per 
1,000 gallons for the deliveries through this new water distribution center. 

Response: The Company will need to recoup its investment. Further, the supply 
wells are deep and require a vast amount of power to lift water to the standpipe. 
Consistent with common practices adopted by this Commission, the standpipe rate 
is the highest commodity rate. 

JLK 6.19 Revenue for Standpipe -Explain where in the Company’s pending rate 
application and proof of revenues, the additional revenues from this water distribution 
center have been quantified and identified. 

Response: 
sales. The Company has made no pro forma adjustments for bulk water sales 
because it is not known and measurable. 

The Company’s bill count includes approximately $3,500 in bulk watei 

JLK 6.20 
Company’s investment in well #4 was approximately $730,000 at the time of the last rat( 
case and this investment level has now grown to almost $1,500.000. Identify and fully 

Portion of Well No. 4 Related to Standpiue - Staff notes that the 

6 
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:xplain and discuss the portion of this incremental investment made in whole, or in part, 
.o support water deliveries through this new distribution center? 

Response: Well No, 4 was in no way developed for standpipe operations. 

RESPECTFULLY SUBMITTED this 7* day of August, 20 14. 

MOYES SELLERS & HENDRICKS LTD. 

Zopies of the foregoing electronically 
sent this 7th day of August, 2014 to: 

Torn L. Keller, Utilities Division 
ikeller@,azcc. gov 

Wesley C, Van Cleve, Legal Division 
wvancleve@,azcc.gov - 
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COMMISSIONERS Mona covgr~m~ ~ommisian 

WILLIAM A. MUNDELL 
MARC SPITZER, Chairman DCKXETED 
JEFF HATCH-MILLER JAN * Q 2005 
MIKE GLEASON 
KRISTIN K. MAYES 

IN THE MATTER OF 

r DoCKEFEDBY 

THE APPLICATIc)t6.6F NO. WS-0423 5A-04-0073 
UTILITY SOURCE, L.L.C. FOR A CERTIFICATE 
OF CONVENIENCE AND NECESSITY TO 
PROVIDE WATER SERVICE IN COCONINO 
COUNTY, ARIZONA. 

IN THE MATTER OF THE APPLICATION OF 
UTILITY SOURCE, L.L.C. FOR AUTHORITY TO 
ISSUE PROMISSORY NOTE(S) AND OTHER 
EWENCES OF INDEBTEDNESS PAYABLE AT 
PERIODS OF MORE THAN TWELVE MONTHS 
AFTER THE DATE OF ISSUANCE. 

DOCKET NO. WS-04235A-04-0074 

DECISION NO. 67446 

OPINION AND ORDER 

DATE OF HEAFUNG: October 12,2004 

PLACE OF HEARING: Phoenix, Arizona 

ADMINISTRATIVE LAW JUDGE: Amanda Pope‘ 

APPEARANCES: Mr. Timothy J. Sabo, Staff Attorney, Legal Division, on 
behalf of the Utilities Division of the Arizona 
Corporation Commission; and - 

Mr. Richard L. Sallquist, Sallquist & Drummond, P.C., 
on behalf of Utility Source, L.L.C. 

BY THE COMMISSION: 

On January 30, 2004, Utility Sourcz, L.L.C. (“Utility Source” or “Company”) filed with the 

Arizona Corporation Commission (“Commission”) an Application for a Certificate of Convenience- 

and Necessity (“CC&N”) to Provide Water and Wastewater Service in Coconino County, Arizona 

(“CC&N Application”). On January 30,2004, Utility Source also filed an Application for Authority 

‘ Administrative Law Judge Amanda Pope conducted the hearing in this matter. Administrative Law Judge Dwight 
Nodes drafted the Recommended Opinion and Order. - 

I 

S:\Hearing\APope\WaterSewer\Utility Source LLc\ooZ.DOC 1 
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DOCKET NO. WS-04235A-04-0073 et al. 

11. The US. Environmental Protection Agency (“EPA”) has reduced the arsenic 

maximum contaminant level (“MCL‘’) in drinking water fiom 50 parts per billion (“ppb”) to 10 ppb, 

effective January 23, 2006. Staff notes that the Company’s current well sources produce water with 

arsenic levels of only 2 ppb, well within the new EPA requirements. However, Staff recommends 

that Utility Source be required to file a report, within 60 days, on the actual arsenic levels in its well 

fields since not all of the Company’s production wells are currently in service (Ex. S-1, at 5) .  

12. Utility Source’s water supply is provided by the Bellemont Travel Center Public 

Water System, which was previously considered by ADEQ rules to be a transient non-community 

water system. In accordance with Staffs recommendation, Utility Source requested, and received, a 

determination from ADEQ that the Company meets the technical, managerial and financial criteria 

for .drinking water Capacity Development for Flagstaff Meadows and that Utility Source satisfies the 

Community Water System requirements (See, October 7,  2004 letter from ADEQ). 

recommendation has therefore been satisfied. 

Staffs 

13. Staff also recommended that Utility Source be required to submit a copy of the 

Company’s initial Approval to Construct (“ATC”) fiom ADEQ within 12 months of the date of a 

Decision in this matter. Attached to the Company’s October 27, 2004 post hearing filing were the 

remaining ATCs for Utility Source’s water and wastewater systems. In accordance with its 

December 2,2004 filing, Staff believes this recommendation has been satisfied. 

Curtailment and Cross Connection/Backflow Tariffs - 

14. A curtailment tariff is a tool that allows a company to manage its water resources 

during periods of shortages due to drought, equipment breakdowns, or other unforeseen events. A 

cross connectionhackflow tariff provides for the installation of backflow devices and allows a 

company to take corrective action when cross connection hazards exist. Staff recommended that- 

Utility Source be required to file within 45 days of a Decision in this proceeding conforming 

curtailment and cross connectionhackflow tariffs (Ex. S-1, at 5). The Company does not oppose this 

recommendation. 

Off-Site Facilities Hook-Up Fee 

15. Utility Source proposes in this proceeding to be authorized to assess water and 

7 DECISION NO. 67446 
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I 
wastewater hook-up fees of $1,000 and $1,800, respectively, in order to help offset backbone plant 

costs (Tr. 38). Staff points out that, although hook-up fees may be appropriate in some situations, 

Staff believes they are inappropriate for new CC&Ns. Staff therefore recommends denial of the 

. -.. I_ -. 1 .- Camp-any's proposal (Ex. Sll,_a? 6). . - _-  ” 
16. We agree with Staff that the Company’s hook-up fee proposal should be denied. As 

Staff witness Jim Fisher testified, Utility Source has the ability to enter into main extension 

9 
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16 

17 
I 

18 

19 

20 

21 

22 

23 

24 
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28 

agreements whereby, pursuant to A.A.C. R14-2-406, developers could contribute or advance funds 

for backbone plant (Tr. 118-1 19). However, in this case, the utility company and the developer are \ 
one and the same, and the developer has, to this point, apparently chosen to install the entirety of the 

system without using advances or contributions, thereby inflating the Company’s rate base and thus 

, 

rates that may ultimately be paid by customers. We believe it is inappropriate to allow the I 

Company/developer to benefit further fiom imposition of hook-up fees where the Company has made 

no effort to mitigate the potential rate effect on customers through the use of main extension 

agreements allowed under Commission rules. Utility Source’s hook-up fee proposal is therefore 

denied. 

Depreciation Rates 

17. Staff recommends that Utility Source be required to implement water and wastewater 

plant depreciation rates on an individual account basis pursuant to Nationd Association of 

Regulatory Utility Commissioners (“NARUC”) guidelines. The NARUC depreciation rates are set 

forth in the Staff Report by account (Ex. S-1, at 6-7 and 10-11). Utility Source does not oppose 

Staffs recommendation on this issue. 

Wastewater System 

18. Utility Source’s wastewater treatment system is comprised of a 37,500 and 100,000 

gpd SANTEC activated sludge process with de-nitrification. Wastewater treatment includes a flow 

equalization chamber, aeration basins, anoxic basins, and re-aeration in the secondary clarifier, 

influent pump stations, head works, and chlorinatioddechlorination basins. The Company’s system 

has two lift stations and one evaporation lagoon. Staff states that the Company’s wastewater 

facilities appear to be appropriate and adequate for the needs of the planned development. Utility 

8 DECISION NO. 67446- --- I 



UTILITY SOURCE, L.L.C. 
handler ~ e i ~ h t s  Rd. 
eek, Ar 851 42 
: 480-8 56 

INVOICE 

April 22,2014 

TO: Darrell with San Francisco Builders 

Darrel1-@28-607-2441 

FROM: Mary Ann Parry with Utility Source 

RE: WaterlSewer Tap Fees for Lot 30 Flagstaff Meadows 
For Debra Teague, 4710 N. Alpine, Bellemont, A.z. 86015 

WaterlSewer Tap Fee $2,500.00 

Please remit to Uti 
Water/Sewer Tap Fees for Lot 30 - Teague 

s and reference: 
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EXECUTIVE SUMMARY 
UTILITY SOURCE, LLC 

DOCKET NO. WS-042535A-13-0331 

Utility Source, LLC (“Company”) is an Arizona limited liability company. The water and 
wastewater utility is located in Coconino County. The Company’s system is located just north of 
highway 40 in Bellemont, Arizona. The Company served approximately 326 customers during 
the test year ended December 12,2012. The Company’s current rates were approved in Decision 
No. 70140, dated January 23, 2008. 

Rate Ap p I ica t io n : 

Wafer Division 

The Company-proposed rates, as filed, produce total operating revenue of $436,451, an 
increase of $228,447 or 109.83 percent, over adjusted test year revenue of $208,004. The 
Company-proposed revenue will provide operating income of $1 72,320 and an 11 .OO percent rate 
of return on its proposed $1,566,542 fair value rate base (“FVRB”) which is its original cost rate 
base (“OCRB”). 

The Residential Utility Consumer Office (“RUCO”) recommends rates that produce total 
operating revenue of $363,609, an increase of $155,605 or 74.81 percent, from the RUCO- 
adjusted test year revenue of $208,004. RUCO’s recommended revenue will provide operating 
income of $144,905 and a 9.25 percent return on the $1,566,542 RUCO-adjusted FVRB and 
OCRB. 

Wastewater Division 

The Company-proposed rates, as filed, produce total operating revenue of $31 8,044, an 
increase of $196,760 or 162.23 percent, over adjusted test year revenue of $121,284. The 
Company-proposed revenue will provide operating income of $91,404 and an 11 .OO percent rate 
of return on its proposed $830,945 FVRB and OCRB. 

RUCO recommends rates that produce total operating revenue of $285,358 an increase 
of $164,074 or 135.28 percent, from the RUCO-adjusted test year revenue of $121,284. RUCO’s 
recommended revenue will provide operating income of $76,862 and a 9.25 percent return on the 
$830,945 RUCO-adjusted FVRB and OCRB. 

Rate Design: 

Water Division 

The Company proposes an inverted three-tier rate design for 5/8-inch and 3/4-inch 
residential customers, and an inverted two-tier rate design for residential and commercial 
customers with a meter size of l-inch or greater, and flat commodity rate per 1,000 gallons for 
irrigation meters, standpipe/bulk and construction. The typical 3/4-inch meter residential bill with 
an average usage of 4,123 gallons would increase by $37.42, or 97.01 percent, from $38.58 to 
$76.00. 

RUCO recommends an inverted three-tier rate design for 5/8-inch and 3/4-inch residential 
customers, and an inverted two-tier rate design for residential and commercial customers with a 



meter size of l-inch or greater, and flat commodity rate per 1,000 gallons for irrigation meters, 
standpipe/bulk and construction. The recommended rate structure conforms to those regularly 
adopted by the Commission in recent years. The typical 3/4-inch meter residential bill with median 
usage of 4,123 gallons would increase by $24.30, or 62.99 percent, from $38.58 to $62.88. 

Wastewa fer Division 

The Company proposes a monthly minimum charge based on customer meter size, and 
varying commodity charges per 1,000 gallons for Residential; Carwashes; Laundromats, 
Commercial, Manufacturing; Hotels and Motels; Restaurants; Industrial Laundries; Waste 
Haulers; Restaurant Grease; and Treatment Plant Sludge. The typical 3/4-inch meter residential 
bill with an average usage of 4,123 gallons would increase by $50.83, or 21 1.13 percent, from 
$24.08 to $74.91. 

RUCO recommends a varying commodity charges per 1,000 gallons for Residential; 
Carwashes; Laundromats, Commercial, Manufacturing; Hotels and Motels; Restaurants; 
Industrial Laundries; Waste Haulers; Restaurant Grease; and Treatment Plant Sludge. The typical 
3/4-inch meter residential bill with an average usage of 4,123 gallons would increase by $34.19, 
or 142 percent, from $24.08 to $58.27. 
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1. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Jeffrey M. Michlik. I am a Public Utilities Analyst V employed by the 

Arizona Residential Utility Consumer Office (“RUCO”), My business address is 

11 10 West Washington Street, Suite 220, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst V. 

In my capacity as a Public Utilities Analyst V, I analyze and examine accounting, 

financial, statistical and other information and prepare reports based on my 

analyses that present RUCO’s recommendations to the Arizona Corporation 

Commission (‘Commission”) on utility revenue requirements, rate design and other 

matters. I also provide expert testimony on these same issues. 

Please describe your educational background and professional experience. 

In 2000, I graduated from Idaho State University, receiving a Bachelor of Business 

Administration Degree in Accounting and Finance, and I am a Certified Public 

Accountant with the Arizona State Board of Accountancy. I have attended the 

National Association of Regulatory Utility Commissioners’ (“NARUC”) Utility Rate 

School, which presents general regulatory and business issues. I have also 

attended various other NARUC sponsored events. 

I joined RUCO as a Public Utilities Analyst V in September of 2013. Prior to my 

employment with RUCO, I worked for the Arizona Corporation Commission in the 

Utilities Division as a Public Utilities Analyst for a little over seven years. Prior to 

employment with the Commission, I worked one year in public accounting as a 
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Senior Auditor, and four years for the Arizona Office of the Auditor General as a 

Staff Auditor. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the scope of your testimony in this case? 

I am presenting RUCO’s analysis and recommendations regarding Utility Source, 

LLC’s (“Company”) application for a permanent rate increase. I am also presenting 

testimony schedules addressing, rate base, operating revenues and expenses, 

revenue requirement, and rate design. Mr. Robert Mease is presenting RUCO’s 

Cost of Capital. 

What is the basis of your testimony in this case? 

I performed a regulatory audit of the Company’s application and records. The 

regulatory audit consisted of examining and testing financial information, 

accounting records, and other supporting documentation and verifying that the 

accounting principles applied were in accordance with the Commission-adopted 

NARUC Uniform System of Accounts (“USOA). 

How is your testimony organized? 

My testimony is presented in seven sections. Section I is this introduction. Section 

I I  provides a background of the Company. Section Ill is a summary of the 

Company’s filing and RUCO’s rate base and operating income adjustments. 

Section IV presents RUCO’s rate base recommendations. Section V presents 

RUCO’s operating income recommendations. Section VI presents RUCO’s rate 

design. Section VI1 presents RUCO’s recommendations on other issues identified 

during our review. 
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II. 

Q. 

A. 

Q. 

A. 

BACKGROUND 

Please review the background of this application. 

Utility Source, LLC (“Company”) is an Arizona limited liability company. The water 

and wastewater utility is located in Coconino County. The Company’s water system 

is located just north of highway 40 in Bellemont, Arizona. The Company served 

approximately 326 customers during the test year ended December 12,2012. The 

Company’s current rates were approved in Decision No. 70140, dated January 23, 

2008. 

Please provide a more detailed background about this Company’s troubled 

history and lack of regard for Commission rules and regulations? 

On page 3 of Decision No. 70140, dated January 23, 2008, it was noted that: 

“Utility Source began as a homeowners’ association, controlled by the developer. 

The homeowners’ association installed utility facilities, provided water and utility 

services, and established rates without first having obtained authority form the 

Commission to do so. Decision No. 67446 imposed a penalty of $20,000, and 

ordered that all assets used in the provision of utility service be transferred to the 

Company. Decision No. 67446 found that increasing rates to a level commensurate 

with the Company’s projected revenues, expenses, and number of customers at 

the end of five years of operations, as is customary with new CC&N applications, 

would result in an unconscionable increase for existing customers (Decision No. 

67446 at 16, Findings of Fact No. 31). Decision No. 67446 also found that 

customers had not been provided notice in the CC&N proceeding that higher rates 

might result (Id. At 16, Findings of Fact No. 32). Decision No. 67446 therefore 

authorized the Company to continue charging the water and sewer rates that the 

homeowners’ association had been charging, findings that “[tlhe initial rates for 
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Utility Source should therefore be set at the current level until an investigation can 

be undertaken in a full rate case to determine the cost of plant that is used and 

useful in the provision of service to customers, as well as an appropriate level of 

revenues and expenses (Decision No. 67446 at 16, Findings of Fact, No. 32). While 

granting CC&Ns usually order the Company to file rate case at the end of the first 

five year period of operations, Decision No. 67446 ordered the Company to file a 

rate application based on a 2005 test year within 17 months, due to the interim 

nature of the initial rates authorized by the Decision (Decision No. 67446 at 18, 

Findings of Fact No. 37).” 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Are you familiar with the Company’s last rate case filing and Decision No. 

70140, dated January 23,2008? 

Yes. 

Did the Company in that case agree to use 350 homes that were currently 

under construction in its revenue requirement determination? 

Yes, in exchange Staff included $736,583 in plant related to deep well number four 

that was not needed to serve the 350 future customers. In addition, the Company 

threatened to remove the inclusion of the 350 customers in its revenue requirement 

unless Staff included the deep well number that the Company agreed was not used 

and useful. 

Is the Company proposing the same in this case? 

No. The Company is not proposing to use the 350 future customers in determination 

of its revenue requirement. However, the Company is proposing to remove deep 
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well number four and any subsequent additions since the last rate case to deep 

well number four. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

As a benefit to ratepayers did the Commission also authorize a lower Rate of 

Return on Rate Base (“ROR”) for the Company’s water division? 

Yes, the Commission in Decision No. 70140 lowered the ROR from 8.9 percent to 

6.23 percent for the Company’s water division only. The Commission determined 

this rate to be fair based the Company’s history of using artificially low and 

unauthorized rates, including plant that was not used and useful, the concept of 

gradualism, and the hybrid nature of the case.’ 

What was the percentage increase in Commission Decision No. 70140 for the 

typical residential 3/4-inch water and wastewater customer? 

Commission Decision No. 70140 authorized an increase of $19.89 or 116.14 

percent from $23.1 0 to $42.99, based on average water usage of 4,740 gallons for 

the water division; and an increase of $14.75 or 114 percent from $12.94 to $27.69, 

based on average water usage of 4,740 gallons for the wastewater division. 

And now the Company is proposing another increase over 100 percent for 

both its water and wastewater divisions in this case? 

Yes. 

’ See Decision No. 70140 (Docket No. WS-04235A-06-0303), page 16 line 3. 
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111. 

Q. 

A. 

Q. 

A. 

SUMMARY OF FILING, RECOMMENDATIONS, AND ADJUSTMENTS. 

Please summarize the Company’s proposals for both the water and 

wastewater divisions in this filing. 

The Company-proposed rates for its water division, as filed, will produce total 

operating revenue of $436,451, an increase of $228,447 or 109.83 percent, over 

adjusted test year revenue of $208,004. The Company-proposed revenue will 

provide operating income of $1 72,320 and an 11 .OO percent rate of return on its 

proposed $1,566,542 fair value rate base (“FVRB”) which is its original cost rate 

base (“OCRB”). 

The Company-proposed rates for its wastewater division, as filed, produce total 

operating revenue of $318,044, an increase of $196,760 or 162.23 percent, over 

adjusted test year revenue of $1 21,284. The Company-proposed revenue will 

provide operating income of $91,404 and an 11.00 percent rate of return on its 

proposed $830,945 FVRB and OCRB. 

Please summarize RUCO’s recommendations for both the water and 

wastewater divisions in this filing. 

The Residential Utility Consumer Office (“RUCO”) recommends rates for the water 

division that produce total operating revenue of $363,609, an increase of $1 55,605 

or 74.81 percent, from the RUCO-adjusted test year revenue of $208,004. RUCO’s 

recommended revenue will provide operating income of $144,905 and a 9.25 

percent return on the $1,566,542 RUCO-adjusted FVRB and OCRB. 

RUCO recommends rates for the wastewater division that produce total operating 

revenue of $285,358 an increase of $1 64,074 or 135.28 percent, from the RUCO- 
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adjusted test year revenue of $121,284. RUCO's recommended revenue will 

provide operating income of $80,112 and a 9.25 percent return on the $830,945 

RUCO-adjusted FVRB and OCRB. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What test year did the Company use in this filing? 

The Company's rate filing is based on the twelve months ended December 31,2012 

("test year"). 

Please summarize the rate base adjustments addressed in your testimony. 

There are no rate base adjustments to be addressed in my testimony at this time. 

Please summarize the operating revenue and expense adjustments 

addressed in your testimony. 

My testimony addresses the following issues: 

Depreciation Expense - This adjustment only pertains to water division, and 

decreases depreciation expense by $624. 

Property Tax Expense - This adjustment applies to both the water and wastewater 

division and decreases property taxes by $706 for the water division and by $420 

for the wastewater division to adjust property taxes to RUCO's adjusted test year 

amount. 

Income Tax Expense - This adjustment increases income tax expense by $2,064 

for the water division and $1 3,545 for the wastewater division to reflect the fact that 

the Company does not pay income taxes, as it is classified by the Internal Revenue 

Service as a pass-through entity. 
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IV. RATEBASE 

Fair Value Rate Base 

Q. Did the Company prepare a schedule showing the elements of 

Reconstruction Cost New Rate Base? 

No, the Company did not. The Company’s filing treats the OCRB the same as the 

FVRB. 

A. 

Rate Base Summary 

Q. 

A. 

Please summarize RUCO’s adjustments to the Company’s rate base. 

RUCO has made no adjustments to rate base at this time. 

V. OPERATING INCOME 

Operating Income Summary 

Q. What are the results of RUCO’s analysis of test year revenues, expenses, and 

operating income? 

RUCO’s analysis resulted in adjusted test year operating revenues for the water 

division of $363,609, operating expenses of $218,704 and operating income of 

$144,905, as shown on RUCO schedules 5 and 6; and RUCO’s analysis resulted 

in adjusted test year operating revenues for the wastewater division of $285,358, 

operating expenses of $208,496 and operating income of $80,112, as shown on 

RUCO schedules 5 and 6. RUCO made three adjustments to operating expenses. 

A. 

Operating Income Adjustment No. I - Depreciation Expense 

Q. Did RUCO make an adjustment to depreciation expense for the water 

division? 

Yes, this adjustment was only made to the water division. A. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2e 

Direct Testimony of Jeffrey M. Michlik 
Docket No. WS-04235A-13-0331 
Page 9 

Q. 

A. 

What adjustment did RUCO make? 

RUCO excluded plant that was fully depreciated in its calculation of the composite 

depreciation rate. 

Q. What is RUCO’s recommendation? 

A. RUCO recommends decreasing depreciation expense by $624 from $57,728 to 

$57,104, as shown in Schedule JMM-7. 

Operating Income Adjustment No. 2 - Property Tax Expense 

Q. 

A. 

Q. 

A. 

What method has the Commission typically adopted to determine property 

tax expense for ratemaking purposes for Class C and above water utilities? 

The Commission’s practice in recent years has been to use a modified Arizona 

Department of Revenue (“ADOR) methodology for water and wastewater utilities. 

Did RUCO calculate property taxes using the modified ADOR method? 

Yes. As shown on Schedule JMM-8, RUCO calculated property tax expense using 

the modified ADOR method for both test year and RUCO-recommended revenues. 

Since the modified ADOR method is revenue dependent, the property tax is 

different for test year and recommended revenues. RUCO has included a factor 

for property taxes in the gross revenue conversion factor that adjusts the revenue 

requirement for changes in revenue in the same way that income taxes are adjusted 

for changes in operating income. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Has RUCO also made an adjustment to the property tax assessment ratio? 

Yes. Based on House Bill 2001, RUCO has adjusted the property tax assessment 

ratio to 18.125 percent. The Company in its filing used an 20.00 percent 

assessment ratio. 

How did RUCO derive its property tax assessment ratio? 

Based on known and measureable rates from House Bill 2001, and the 

methodology that was approved in Decision No. 74568 (dated June 20, 2014). 

Please explain the methodology used in Decision No. 74568? 

In that case an average of known and measurable property taxes assessment rates 

were used to derive a property tax assessment ratio. 

Does RUCO propose a similar methodology in this case? 

Yes. Based on the revised procedural order issued by the hearing division, new 

rates will not likely go into effect until after March 30, 201 5. The Property tax rate is 

18.5 percent after December 31,2014 and 18.0 percent after December 31, 201 5. 

Assuming three years between rate cases, the average is 18.125 percent (i.e. 9 

months at 18.5 percent and 27 months at 18.0 percent). 

What does RUCO recommend for test year property tax expense? 

RUCO recommends decreasing test year property tax expense by $706 for the 

water division from $7,530 to $6,824; and by $420 for the waste water division from 

$4,476 to $4,056, as shown in schedule JMM-8. 
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Operating Income Adjustment No. 3 - Income Tax Expense 

Q. 

A. 

Q. 

A. 

Q. 

A. 

VI. 

Did RUCO make an adjustment to income tax expense? 

Yes. 

What adjustment did RUCO make and why? 

RUCO’s adjustment removes the Company’s pro forma adjustment and increases 

income taxes by $2,064 for the water division and $13,545 for the wastewater 

division to zero out the negative income taxes in the adjusted test year. RUCO 

removed income taxes because the Company is classified as a limited liability 

company and, therefore, does not report income taxes at the corporate level, but 

passes this income through to its shareholders. RUCO’s adjustment is shown on 

Schedule J MM-9. 

What is RUCO’s recommendation? 

RUCO recommends the removal of all income tax expense. Since RUCO 

recommends the removal of all income taxes, the Gross Revenue Conversion 

Factor for income taxes has also been removed. 

RATE DESIGN 

Water Division 

Q. Please briefly describe the current rate design structure for the water 

division? 

There are currently four customer classifications; residential, commercial, irrigation, 

and bulkhonstruction. The present rate design is based on monthly minimum 

charges that increase by meter size. Residential and commercial customers have 

tiered commodity rate charges per one-thousand gallons consumed. Only the 5/8- 

A. 
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inch and 3/4-inch residential and commercial customers have a three-tier 

commodity rate design. The larger size residential and commercial customers have 

a two-tier commodity rate design, while irrigation and bulklconstruction customers 

have a flat commodity rate per one-thousand gallons consumed. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Has either the Company or RUCO altered this general rate structure for the 

water division? 

I do not believe so. 

Have you prepared schedules summarizing the present, Company-proposed, 

and RUCO-recommended rates and charges for the water division? 

Yes. RUCO has presented the Company and its recommended rates in RUCO 

Schedule JMM-1 OA for the water division. 

Would you please summarize the present rate design for the typical 3/4-inch 

residential water customer? 

The present monthly minimum charge for a 3/4-inch residential customer is $1 8.50. 

No gallons are included in the monthly minimum charge. The residential water 

commodity rate for the 3/4-inch residential customer is $4.80 per thousand gallons 

for 1 to 4,000 gallons, $7.16 per thousand gallons for 4,001 to 9,000 gallons, and 

$8.60 per thousand gallons for any consumption over 9,000 gallons. 

Would you please summarize the Company’s proposed rate design for the 

314-inc h residential customer? 

The Company-proposed monthly minimum charge for a 3/4-inch residential 

customer is $41.07. No gallons are included in the monthly minimum charge. The 
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residential water commodity rate for the 3/4-inch residential customer is $8.25 per 

thousand gallons for 1 to 4,000 gallons, $15.75 per thousand gallons for 4,001 to 

9,000 gallons, and $21.75 per thousand gallons for any consumption over 9,000 

gallons. 

Q. 

A. 

Q. 

A. 

Would you please summarize RUCO’s recommended rate design for the 314- 

inch residential customer? 

RUCO recommends a monthly minimum charge for a 3/4-inch residential customer 

of $30.00. No gallons are included in the monthly minimum charge. RUCO 

recommends the residential water commodity rate for the 3/4-inch residential 

customer of $7.79 per thousand gallons for 1 to 4,000 gallons, $1 4.00 per thousand 

gallons for 4,001 to 9,000 gallons, and $18.50 per thousand gallons for any 

consumption over 9,000 gallons. 

What is the rate impact on a typical 314-inch meter residential customer? 

The Company-proposed rates would increase the monthly bill for a typical 3/4-inch 

meter residential customer, with an average usage of 4,123 gallons, by $37.42 

percent or 97.01 percent, from $38.58 to $76.00. Under the RUCO-recommended 

rate design for permanent rates, the monthly bill for a typical residential 3/4-inch 

residential customer, with an average usage of 4,123 gallons, would increase by 

$24.30 or 62.99 percent, from $38.58 to $62.88. 

A typical bill analysis is provided on RUCO Schedule JMM- 1 A. 
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Wastewater Division 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please briefly describe the current rate design structure for the wastewater 

division ? 

The present rates per 1,000 gallons of water usage by customer category are as 

follows: residential $5.84; car washes, laundromats, commercial, and 

manufacturing $5.71 ; hotels and motels $7.66; restaurants $9.46; industrial 

laundries $8.39; waste haulers $1 71 -20; restaurant grease $1 49.80; treatment plant 

sludge $1 71.20; and mud sump waste $535.00. 

Is the Company proposing any changes to the general rate design structure 

of the wastewater division? 

Yes. The Company now proposes a monthly charge based on meter size for all its 

customers. 

Is RUCO recommending any changes to the general rate design structure of 

wastewater division? 

No. 

Have you prepared schedules summarizing the present, Company-proposed, 

and RUCO-recommended rates and charges for the wastewater division? 

Yes. RUCO has presented the Company and its recommended rates in RUCO 

Schedule JMM-1 OB for the wastewater division. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Would you please summarize the present rate design for the typical 

residential wastewater customer? 

The present monthly minimum charge for the residential customer is $0.00. No 

gallons are included in the monthly minimum charge. The residential wastewater 

commodity rate for the residential customer is $5.8400 per thousand gallons. 

Would you please summarize the Company’s proposed rate design for the 

residential wastewater customer? 

The Company-proposed monthly minimum charge for the residential customer is 

$53.00. No gallons are included in the monthly minimum charge. The proposed 

commodity rate for the residential customer is $5.31 44 per thousand gallons. 

Would you please summarize RUCO’s recommended rate design for the 

residential wastewater customer? 

RUCO recommends no monthly minimum charge for the residential customer. 

RUCO recommends a commodity rate for the residential customer of $14.1 328 per 

thousand gallons. 

What is the rate impact on a typical residential wastewater customer? 

The Company-proposed rates would increase the monthly bill for a typical 

residential customer, with an average usage of 4,123 gallons, by $50.83 or 21 1 . I3  

percent, from $24.08 to $74.91. Under the RUCO-recommended rate design for 

permanent rates, the monthly bill for a typical residential customer would increase 

by $34.19 or 142 percent, from $24.08 to $58.27. 

A typical bill analysis is provided on RUCO Schedule JMM-11 B. 
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Q. 

A. 

VII. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Is RUCO working on some alternative rate designs to help mitigate the rate 

shock that would result? 

Yes, and they will be presented in RUCO’s surrebuttal testimony. 

OTHER ISSUES 

Has RUCO made a determination of other revenue that the Company maybe 

receiving through the use of its standpipe? 

No, not at this juncture. However, the Company did state in a reply to a Staff data 

request that its standpipe would be used and useful on September 1, 2014. In 

addition the Company was unwilling to speculate on future revenue streams. As a 

result RUCO reserves the right to make additional adjustment(s) as more 

information becomes available. 

Has RUCO received responses to all of its outstanding data request at this 

time? 

No, and as a result reserves the right to make additional adjustment(s) in its 

surrebuttal testimony. 

Does this conclude your direct testimony? 

Yes, it does. 
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(A) 
COMPANY 

FAIR 
VALUE 

$ 1,566,542 

-0.53% 

11 .OO% 

$ 172,320 

$ 180,584 

1.2650 

$ 228,447 

$ 208,004 

$ 436,451 

109.83% 

RUCO includes a property tax revenue conversion factor 
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Schedule JMM-1 

REVENUE REQUIREMENT 

LINE 
- NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

* 

DESCRIPTION 

Adjusted Rate Base 

Adjusted Operating Income (Loss) 

Current Rate of Return (L2 / L l )  

Required Rate of Return 

Required Operating Income (L4 * L l )  

Operating Income Deficiency (L5 - L2) 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Increase in Revenue (%) 

References: 
Column (A): Company Schedule A-I  
Column (B): RUCO Schedules JMM-2 and JMM-5  

(B) 
RUCO 
FA1 R 

VALUE 

$ 1,566,542 

$ (8,998) 

-0.57% 

9.25% 

$ 144,905 

$ 153,904 

1.0111 * 

I $  155,605 I 
$ 208,004 

$ 363,609 

74.81 % 
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Schedule JMM-2 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

(A) (B) (C) 
COMPANY RUCO 

AS RUCO AS 
FILED ADJUSTMENTS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$ 2,496,640 $ $ 2,496,640 
726,4 06 

$ 1.770.234 
726,406 

$ $ 1,770,234 

Contributions in Aid of Construction (CIAC) $ 294,745 
Less: Accumulated Amortization 96,938 

Net CIAC 197,807 

Advances in Aid of Construction (AIAC) 

$ $ 294,745 
$ 96,938 
$ 197,807 

Customer Meter Deposits 
Customer Deposits 
Deferred Income Taxes & Credits 
FHSD Settlement 

5,885 5,885 

Deferred Debits 

Working Capital Allowance 

Original Cost Rate Base $ 1,566,542 $ $ 1,566,542 

References: 
Column [A]: Company as Filed 
Column [B]: Schedule JMM-3 
Column (C): Column (A) + Column (B) 
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SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

LINE ACCT. 
N O . N O .  

PLANT IN SERVICE: 
DESCRIPTION 

1 301 Organization Cost 
2 302 Franchisecost 
3 303 Land and Land Rights 
4 304 Structures and Improvements 
5 305 Collecting and Impounding Res. 
6 306 Lake River and Other Intakes 
7 307 Wells and Springs 
8 308 Infiltration Galleries and Tunnels 
9 309 Supply Mains 
10 310 Power Generation Equipment 
11 31 1 Electric Pumping Equipment 
12 320.0 Water Treatment Equipment 
13 320.1 Water Treatment Plant 
14 320.2 Chemical Solution Feeders 
15 330 Dist. Reservoirs & Standpipe 
16 330.1 Storage tanks 
17 330.2 Pressure Tanks 
18 331 Trans. and Dist. Mains 
19 333 Services 
20 334 Meters 
21 335 Hydrants 
22 336.0 Backflow Prevention Devices 
23 339 Other Plant and Misc. Equip. 
24 340 Office Furniture and Fixtures 
25 340 Computers and Software 
26 341 Transportation Equipment 
27 342 Stores Equipment 
28 343 Tools and Work Equipment 
29 344 Laboratory Equipment 
30 345 Power Operated Equipment 
31 346 Communications Equipment 
32 347 Miscellaneous Equipment 
33 348 Other Tangible Plant 
51 Total Plant in Service 
52 Less: Accumulated Depreciation 
53 
54 Net Plant in Service 
55 
56 LESS: 
57 Contributions in Aid of Construction (CIAC) 
58 Less: Accumulated Amortization 
59 Net CIAC (L25 - L26) 
60 Advances in Aid of Construction (AIAC) 
61 Customer Deposits 
62 
63 
64 
66 ADD: 
67 Deferred Debits 
68 Working Capital Allowance 
69 
70 Original Cost Rate Base 

PI 

COMPANY 
AS FILED 

$ 

210,000 
72,997 

1,353,539 

89,125 
158,711 

5,487 

321,452 

161.632 
86,250 

34,500 

2,947 

PI 

ADJ #1 
Not 

Used 
Ref: SchJMM-4 I 

$ 

Schedule JMM-3 

RUCO 
ADJUSTED 

$ 

210,000 
72,997 

1,353,539 

89,125 
158,711 

5,487 

321,452 

161,632 
86,250 

34,500 

2,947 

$ 2,496,640 $ $ 2,496,640 
726,406 726,406 

$ 1,770,234 $ 1,770,234 $ 

$ 294,745 
$ 96,938 

197,807 

$ 294,745 $ 
96,938 

197,807 

5,885 

$ 1,566,542 

5,885 

$ 1,566,542 



Utility Source, LLC -Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE 
NO. 

Schedule JMM-4 

COMPANY RUCO RUCO ACCT 

RATE BASE ADJUSTMENT NO. I - NOT USED 

NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 
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Schedule JMM-5 

OPERATING INCOME STATEMENT -ADJUSTED TEST YEAR AND RUCO RECOMMENDED 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 
25 
26 
27 

28 
29 
30 
31 
32 
33 

DESCRIPTION 

REVENUES: 
Metered Water Sales 
Water Sales-Unmetered 
Other Operating Revenue 
Intentionally Left Blank 
Total Operating Revenues 

OPERATING EXPENSES: 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Contractual Services - Accounting 
Contractual Services - Professional 
Contractual Services - Maintenance 
Contractual Services - Other 
Water Testing 
Rents 
Transportation Expenses 
Insurance -General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 
Interest on Customer Deposits 
Total Operating Expenses 
Operating Income (Loss) 

References: 
Column (A): Company Schedule C-1 
Column (6): Schedule JMMB 
Column (C): Column (A) + Column (B) 
Column (D): Schedule JMM-8 
Column (E): Column (C) + Column (D) 

[AI 
COMPANY 
ADJUSTED 
TEST YEAR 
AS FILED 

RUCO 
TEST YEAR 

ADJUSTMENTS 

[Cl 
RUCO 

TEST YEAR 
AS 

ADJUSTED 

RUCO 
PROPOSED 
CHANGES 

RUCO 
RECOMMENDED 

$ 202,743 

5,261 

$ 208,004 

$ 202,743 

5,261 

$ 208,004 

$ 155,605 

$ 155,605 

$ 358,348 

5,261 

$ 363,609 

$ 

66,787 

1,460 
12,257 
2,399 

20,253 
9,651 

66.787 

1,460 
12,257 
2,399 

20,253 
9,651 

$ $ 

66,787 

1,460 
12,257 
2,399 

20,253 
9,651 

8,107 

2,186 

10,000 
19,976 

57,728 

7,530 
(2,064) 

$ 216,269 
$ (8,265) 

8,107 8,107 

2,186 

10,000 
19,976 

57,104 

6,824 
(0) 

1,702 

$ 734 
$ (734) 

$ 217,003 $ 1,702 
$ (8,998) $ 153,904 

2,186 

10,000 
19,976 

57,104 

8,526 
(0) 

$ 218.704 
s 144,905 
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Schedule JMM-7 

OPERATING INCOME ADJUSTMENT NO. 1 - DEPRECIATION EXPENSE ON TEST YEAR PLANT 

[A] I61 [Cl [Dl [ E1 
DEPRECIATION PLANT In NonDepreclable DEPRECIABLE 

LINE ACCT SERVICE or Fully Depreciated PLANT DEPRECIATION EXPENSE 
NO. NO. DESCRIPTION Per RUCO PLANT (Col A - Col 6)  RATE (Col C x Col D) 

1 301 Omanization Cost $ - $  - $  0.00% 5 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

302 Frkh ise  Cost 
303 Land and Land Rights 
304 Structures and Improvements 
305 Collecting and Impounding Res. 
306 Lake River and Other Intakes 
307 Wells and Springs 
308 Infiltration Galleries and Tunnels 
309 Supply Mains 
310 Power Generation Equipment 
31 1 Electric Pumping Equipment 

320.0 Water Treatment Equipment 
320.1 Water Treatment Plant 
320.2 Chemical Solution Feeders 
330 Dist. ReSeNOirS 8 Standpipe 

330.1 Storage tanks 
330 2 Pressure Tanks 
331 Trans. and Dist. Mains 
333 Services 
334 Meters 
335 Hydrants 

336.0 Baddlow Prevention Devices 
339 Other Plant and Misc. Equip. 
340 Ofrice Furniture and Fixtures 
340 Computen and Software 
341 Transportation Equipment 
342 Stores Equipment 
343 Tools and Work Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communicahons Equipment 
347 Miscellaneous Equipment 

$ - $  
5 210.000 8 
$ 72.997 $ 
$ - $  
$ - $  
$ 1.353.539 $ 
s - $  
$ - $  
$ 89.125 $ 
$ 158,711 $ 
s 5,487 $ 
$ - $  
$ - $  
$ 321,452 $ 
$ - $  
$ - $  
$ 161,632 $ 
$ 86.250 $ 
s - $  
5 34,500 $ 
$ - $  
$ - $  
$ 2.947 $ 
$ - 5  
$ - $  
a - $  
$ - $  
$ - 5  
5 - $  
a - $  
$ - 5  

- $  
210.000 $ 

- $  72,997 
- 5  
- $  
- $  1,353,539 
- 8  
- $  
- $  89,125 

158,711 $ 
- $  5.487 
- 1 6  
- $  
- $  321,452 
- $  
- $  
- $  161,632 
- $  86.250 
- $  
- $  34.500 
- $  
- $  
- a  2,947 
- $  
- $  
- $  
- $  
- 9  
- $  
- $  
- $  

000% $ 
000% $ 
333% $ 
250% $ 
250% $ 
333% $ 
667% $ 
200% $ 
500% $ 

12 50% $ 
333% $ 
333% $ 

2000% $ 
222% $ 
222% $ 
500% $ 
200% $ 
333% $ 
833% $ 
200% $ 
667% $ 
667% $ 
667% $ 

20 00% $ 
2000% $ 
400% $ 
500% $ 

1000% $ 
500% $ 

1000% $ 
1000% $ 

2,431 

45.073 

4.456 

183 

7.136 

3,233 
2.872 

690 

197 

33 348 Other Tangible Plant 5 - $  - $  1000% $ 
34 Total Plant $ 2,496,640 5 368.711 $ 2,127,929 $ 66,270 
35 ._ 
36 Composite Depreciation Rate: 
37 
38 Amortization of CIAC: 
39 
40 
41 Less Amortization of CIAC: 
42 
43 
44 Depreciation Expense - Company 
45 
46 

Contributions in Aid of Construction ("CIAC"): 

Depreciabon Expense before Amortization of CIAC: 

Test Year Depreciation Expense - RUCO 

RUCOs Adjustment to Depreciation Expense 

3.11% 
$ 294.745 
s 9,167 

5 57.728 

$ (624) 

References: 
Column [A]: Schedule JMM-3 
Column [Bl. From Column [A] 
Column [Cl: Column [AI -Column [SI 
Column [Dl: Company Engineering Depreciation Rates 
Column [El: Column [C] x Column [D] 



Utility Source, LLC -Water Division 
Docket No. WS04235A-130331 
Test Year Ended: December 31.2012 

Schedule JMM-8 

OPERATING INCOME ADJUSTMENT NO. 2 - PROPERTY TAX EXPENSE 

A 
LINE Rh2O I NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

RUCO Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 Line 2) 
RUCO Recommended Revenue, Per Schedule JMM-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 Line 13) 
Composite Property Tax Rate (Per Company Schedule) 

RUCO Test Year Adjusted Property Tax (Line 14 Line 15) 
Company Proposed Property Tax 

RUCO Test Year Adjustment (Line 16-Line 17) 

Property Tax - RUCO Recommended Revenue (Line 14 * Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

Property Tax Conversion Factor = 1 / ( I  - ,01093577) 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [Cl: Column [A] + Column [E] 

$ 208,004 
2 

416,008 
208,004 
624,012 

3 
208,004 

2 
416,008 

41 6,008 
18.125% 
75,402 

9.0503% 

$ 6,824 
7,530 

$ (706) 

$ 208,004 
2 

.$ 416,008 
$ 363,609 

779,618 
3 

$ 259,873 
2 

$ 519,745 

$ 
$ 519,745 

18.125% 
$ 94,204 

9.0503% 

$ 8,526 
$ 6,824 
$ 1,702 

$ 1,702 
155,605 

1.093577% 

1.0111 



Utility Source, LLC -Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE 
NO. 

Schedule JMM-9 

COMPANY RUCO RUCO 
RECOMMENDED DESCRIPTION PROPOSED ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 3 - INCOME TAX EXPENSE 



Schedule JMM-1 OA 
Page 1 of 2 

Utility Source, LLC - Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 Rate Design 

Monthly Usage Charge Present 

Meter Size (All Classes): 
518x314 Inch $ 18.50 
314 Inch 18.50 
1 Inch 46.50 
1 112 Inch 92.50 
2 Inch 148.00 
3 Inch 296.00 
4 Inch 462.50 
6 Inch 925.00 
8 Inch NIA 
10 Inch NIA 
12 Inch NIA 

Commodity Charge - Per 1,000 Gallons 

518x314 and 314" Meter (Residential] 
First 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

518x314 and 314" Meter (Commercial) 
First 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

First 9,000 gallons 
Over 9,000 gallons 

1" Meter (Residential. Commercial) 
First 27,000 gallons 
Over 27,000 gallons 

First 18,000 gallons 
Over 18,000 gallons 

1.5" Meter (Residential. Commercial) 
First 57,000 gallons 
Over 57,000 gallons 

First 33,000 gallons 
Over 33,000 gallons 

2" Meter (Residential, Commercial) 
First 94,000 gallons 
Over 94,000 gallons 

First 52,000 gallons 
Over 52,000 gallons 

3 '  Meter (Residential, Commercial) 
First 195,000 gallons 
Over 195,000 gallons 

First 104,000 gallons 
Over 104,000 gallons 

4" Meter (Residential. Commercial) 
First 309,000 gallons 
Over 309,000 gallons 

First 160,000 gallons 
Over 160,000 gallons 

$ 4.80 
7.16 
8.60 

4.80 
7.16 
8.60 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

Company 
Proposed Rates 

$ 41.07 
41.07 

102.68 
205.35 
328.56 
657.11 

1,026.75 
2.053.50 

NIA 
NIA 
NIA 

$ 8.25 
15.75 
21.75 

NIA 
NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

RUCO 
Recommended Rates 

$ 30.00 
30.00 
75.00 

150.00 
240.00 
480.00 
750.00 

1,500.00 
2,400.00 
3,450.00 
6.450.00 

$ 7.79 
14.00 
18.50 

NIA 
NIA 
NIA 

14.00 
18.50 

NIA 
NIA 

14.00 
18.50 

NIA 
NIA 

14.00 
18.50 

NIA 
NIA 

14.00 
18.50 

NIA 
NIA 

14.00 
18.50 

NIA 
NIA 

14.00 
18.50 



Utility Source, LLC - Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31, 2012 

6" Meter (Residential. Commercial) 
First 61 5,000 gallons 
Over 615,000 gallons 

First 325,000 gallons 
Over 325,000 gallons 

8" Meter (Residential. Commercial1 
First 524,000 gallons 
Over 524,000 gallons 

IO" Meter (Residential. Commercial) 
First 750,000 gallons 
Over 750,000 gallons 

12" Meter (Residential. Commercial1 
First 1,400,000 gallons 
Over 1,400,000 gallons 

lrriqation 
All Usage 

BulWConstruction 
All Usage 

Rate Design 

4.80 
7.16 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

9.26 

10.35 

15.75 
21.75 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

21.75 

21.75 

Schedule JMM-IOA 
Page 2 of 2 

NIA 
NIA 

14.00 
18.50 

14.00 
18.50 

14.00 
18.50 

14.00 
18.50 

18.50 

18.50 



Utility Source, LLC -Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-11A 

Typical Bill Analysis 
General Service 3/4-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,123 $ 38.58 $ 76.00 $ 37.42 97.01% 

Median Usage 3,500 35.30 69.95 $ 34.65 98.14% 

RUCO Recommended 

Average Usage 4,123 $ 38.58 $ 62.88 $ 24.30 62.99% 

Median Usage 3,500 35.30 57.27 $ 21.97 62.22% 

Present & Proposed Rates (Without Taxes) 
General Service 3/4-lnch Meter 

Gallons Present 
Company RUCO 
Proposed % Recommended % 

Consumption 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Rates 
18.50 
23.30 
28.10 
32.90 
37.70 
44.86 
52.02 
59.18 
66.34 
73.50 
82.10 
90.70 
99.30 

107.90 
116.50 
125.10 
133.70 
142.30 
150.90 
159.50 
168.10 
211.10 
254.10 
297.10 
340.1 0 
383.10 
426.10 
641 .I 0 
856.10 

Rates 
41.07 
49.32 
57.57 
65.82 
74.07 
89.82 

105.57 
121.32 
137.07 
152.82 
174.57 
196.32 
218.07 
239.82 
261.57 
283.32 
305.07 
326.82 
348.57 
370.32 
392.07 
500.82 
609.57 
718.32 
827.07 

1,044.57 
1,588.32 
2,132.07 

ci35.82 

Increase 
122.00% $ 
111.67% $ 
104.88% $ 
100.06% $ 
96.47% $ 

100.22% $ 
102.94% $ 
105.00% $ 
106.62% $ 
107.92% $ 
112.63% $ 
116.45% $ 
119.61% $ 
122.26% $ 
124.52% $ 
126.47% $ 
128.18% $ 

' 129.67% $ 
130.99% $ 
132.18% $ 
133.24% $ 
137.24% $ 
139.89% $ 
141.78% $ 
143.18% $ 
244.28% $ 
145.15% $ 
147.75% $ 
149.04% $ 

Rates Increase 
30.00 62.16% 
37.79 62.19% 
45.58 62.21% 
53.37 62.22% 
61.16 62.23% 
75.16 67.54% 
89.16 71.40% 

103.16 74.32% 
117.16 76.61 % 
131.16 78.45% 
149.66 82.29% 
168.16 85.40% 
186.66 87.98% 
205.16 90.14% 
223.66 91.98% 
242.16 93.57% 
260.66 94.96% 
279.1 6 96.18% 
297.66 97.26% 

334.66 99.08% 
427.16 102.35% 
519.66 104.51 % 
612.16 106.05% 
704.66 107.19% 

889.66 108.79% 

1,814.66 11 1.97% 

316.16 98.22% 

797.16 I o a . 0 8 ~ ~  

1,352.16 110.91% 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Direct Schedules of Jeffrey M. Michlik 

TABLEOFCONTENTSTOSCHEDULES 

JMM-I 
JMM-2 
JMM-3 
JMM-4 
JMM-5 
JMM-6 
JMM-7 
JMM-8 
JMM-9 
JMM-1 OB 
JMM-11 B 

REVENUE REQUIREMENT 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 
RATE BASE - ORIGINAL COSTS 

ORIGINAL COST RATE BASE ADJUSTMENT # 1 - NOT USED 
OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND RUCO RECOMMENDED 
SUMMARY OF OPERTlNG INCOME STATEMENT ADJUSTMENTS -TEST YEAR 
OPERATING INCOME ADJUSTMENT # 1 - DEPRECIATION EXPENSE 
OPERATING INCOME ADJUSTMENT # 2 - PROPERTY TAX EXPENSE 
OPERATING INCOME ADJUSTMENT # 3 - TEST YEAR INCOME TAXES 
RATE DESIGN 
TYPICAL BILL 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-1 

REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

(A) 
COMPANY 

FAIR 
VALUE 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 I L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 * L1) 

6 Operating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 * L6) 

9 Adjusted Test Year Revenue 

$ 830,945 

$ (72,257) 

-8.70% 

11 .OO% 

$ 91,404 

$ 163,661 

1.2022 

$ 196,760 

$ 121,284 

10 Proposed Annual Revenue (L8 + L9) 

11 Required Increase in Revenue (%) 

References: 
Column (A): Company Schedule A-I 
Column (B): RUCO Schedules JMM-3 and JMM-5 

$ 31 8,044 

162.23% 

(6)  
RUCO 
FAIR 

VALUE 

$ 830,945 

$ (85,383) 

-1 0.28% 

9.25% 

$ 76,862 

$ 162,245 

1.0113 * 

) $  164,074 I 
$ 121,284 

$ 285,358 

135.28% 

* RUCO includes a property tax revenue conversion factor 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-2 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 
4 
5 LESS: 
6 
7 
8 Less: Accumulated Amortization 
9 Net CIAC 
10 
11 Advances in Aid of Construction (AIAC) 
12 
13 Customer Meter Deposits 
14 Customer Deposits 
15 Deferred Income Taxes & Credits 
17 
18 

20 
21 
22 Deferred Debits 
23 
24 Working Capital Allowance 
25 
26 
27 Original Cost Rate Base 

Contributions in Aid of Construction (CIAC) 

19 ADD: 

(A) 
COMPANY 

AS 
FILED 

$ 1,397,271 
455,064 

$ 942,206 

$ 197,973 
8 6 ~ 1  I 

11 1,262 

$ 830,945 

RUCO 
ADJUSTMENTS 

$ 

(C) 
RUCO 

AS 
ADJUSTED 

$ 1,397,271 
455,064 

$ 942,207 

$ 1 97,973 
$ 86171 1 
$ I 1  1,262 

$ 830,945 

References: 
Column [A]: Company as Filed 
Column [B]: Schedule JMM-3 
Column (C): Column (A) + Column (B) 



' 
Utility Source, L.L.C. -Wastewater Division 
Docket No. WS-04235A-I 3-0331 
Test Year Ended: December 31,2012 

SUMMARY OF ORIGINAL COST FATE BASE ADJUSTMENTS 

LINE ACCT 
NO. NO. - -  

PLANT IN SERVICE: 
1 DESCRIPTION 
2 351 Organization Cost 
3 352 FranchiseCost 
4 353 Land and Land Rights 
5 354 Structures & Improvements 
6 355 Power Generation Equipment 
7 360 Collection Sewers - Force 
8 361 Collection Sewers - Gravity 
9 362 Special Collecting Structures 
10 363 Servcies to Customers 
1 1  364 Flow Measuring Devices 
12 365 Flow Measuring Installations 
13 366 Reuseservices 
14 367 Reuse Meters and Meter Installations 
15 370 Receiving Wells 
16 371 Pumping Equipment 
17 374 Reuse Distribution Reserviors 
18 375 Reuse Transmission and Distribution 
19 380 Treatment & Disposal Equipment 
20 381 Plant Sewers 
21 382 Outfall Sewer Lines 
22 389 Other Plant & Misc Equipment 
23 390 Office Furniture & Equipment 
24 390.1 Computers & Software 
25 391 Transportation Equipment 
26 392 Stores Equipment 
27 393 Tools, Shop & Garage Equipment 
28 394 Laboratory Equipment 

395 Power Operated Equipment 
29 396 Communication Equipment 
30 397 Miscellaneous Equipment 
31 398 Other Tangible Plant 
32 Total Plant in Service - Sub Total 
35 Less: Accumulated Depreciation 
36 
37 Net Plant in Service 
38 
39 LESS: 
40 Contributions in Aid of Construction (CIAC) 
41 Less: Accumulated Amortization 
42 Net CIAC (L25 - L26) 
43 Advances in Aid of Construction (AIAC) 
44 Customer Meter Deposits 
45 Customer Deposits 
46 Deferred Income Taxes & Credits 
47 
48 

50 Deferred Debits 
51 Working Capital Allowance 
52 
53 Original Cost Rate Base 

49 ADD: 

COMPANY 
AS FILED 

$ 

105,000 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4,672 

P I  

ADJ #I 
Not 

RUCO 
ADJUSTED 

105,000 
56,350 
2,879 

260,553 

60,375 

3,450 

903,992 

4,672 

1,397,271 1,397,271 
455,064 455,064 

$ 942,207 $ $ 942,207 

$ 197,973 $ $ 197,973 
86,711 $ 86,711 
111,262 1 1  1,262 

$ 830,945 $ 830,945 



Utility Source, L.L.C. -Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE 

RATE BASE ADJUSTMENT NO. 1 - NOT USED 

ACCT COMPANY RUCO RUCO 

Schedule JMM-4 

NO. NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS04235A-130331 
Test Year Ended December 31,2012 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND RUCO RECOMMENDED 

Schedule JMM-5 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

DESCRIPTION 

RE VENUES: 
Flat Rate Revenues 
Unmetered Water Revenues 
Other Water Revenues 
Intentionally Lefl Blank 
Total Operating Revenues 

OPERA TlNG EXPENSES: 
Salaries and Wages 
Purchased Water 
Purchased Power 
Sludge Removal 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Contractual Services - Accounting 
Contractual Services - Professional 
Contractual Services - Maintenance 
Contractual Services - Other 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 
interest on Customer Deposits 

Total Operating Expenses 
Operating income (Loss) 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule JMM-6 
Column (C): Column (A) + Column (B) 
Column (D): Schedule JMM-8 
Column (E): Column (C) + Column (D) 

[AI PI [Cl [Dl [El 
C 0 M P A N Y 
ADJUSTED RUCO TEST YEAR RUCO 
TEST YEAR TEST YEAR AS PROPOSED RUCO 

RUCO 

AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDED 

$ $ $ $ $ 
116,023 116,023 164,074 280,097 

5,261 5,261 5,261 

$ 121,284 $ $ 121,284 $ 164,074 $ 285.358 

26,213 
12.659 
5,400 
7,187 
2,446 

20,135 
1,920 

46,650 
5,669 

3,250 
2,186 

10,000 
13,152 

45,744 

4,476 
(13,545) 

(420) 
13,545 

0 

26,213 
12,659 
5,400 
7.187 
2,446 

20,135 
1,920 

46,650 
5,669 

3,250 
2,186 

10,000 
13,152 

45,744 

4,056 
0 
0 

1.829 

26,213 
12,659 
5,400 
7,187 
2,446 

20,135 
1,920 

46,650 
5,669 

3,250 
2,186 

10,000 
13.152 

45,744 

5,885 
0 
0 

$ 193,541 $ 13,126 $ 206.666 $ 1,829 $ 208,496 
$ (72.257) $ (13,126) $ (85,383) $ 162,245 $ 76.862 
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Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE COMPANY 
NO. DESCRIPTION PROPOSED 

Schedule JMM-7 

RUCO RUCO 
ADJUSTMENTS RECOMMENDED 

OPERATING INCOME ADJUSTMENT NO. 1 - NOT USED 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, L.L.C. -Wastewater Division 
Docket No. WS-04235A-134331 
Test Year Ended: December 31,2012 

Schedule JMM-8 

OPERATING INCOME ADJUSTMENT NO. 2 - PROPERTY TAX EXPENSE 

[A] [B] 
LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

RUCO Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 Line 2) 
RUCO Recommended Revenue, Per Schedule JMM-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 " Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 Line 13) 
Composite Property Tax Rate (Per Company Schedule) 

RUCO Test Year Adjusted Property Tax (Line 14 * Line 15) 
Company Proposed Property Tax 

RUCO Test Year Adjustment (Line 16-Line 17) 

Property Tax - RUCO Recommended Revenue (Line 14 * Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

Property Tax Conversion Factor = 1 I (1 - .01114829) 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column IC]: Column [A] + Column [E] 

$ 121,284 $ 121,284 
2 2 

242,568 $ 242,568 
121,284 $ 285,358 
363,851 527,925 

3 3 
121,284 $ 175,975 

2 2 
242,568 $ 351,950 

- $  
242,568 $ 351,950 
18.1 25% 18.125% 
43,965 $ 63,791 

9.2262% 9.2262% 

$ 4,056 
4,476 

$ (420) 

$ 5,885 

$ I ,a29 
$ 4,056 

$ 1,829 
164,074 

1 .I 14829% 

1.011274 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE 

Schedule JMM-9 

COMPANY RUCO RUCO 

OPERATING INCOME ADJUSTMENT NO. 3 - INCOME TAX EXPENSE 

NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 



Utility Source, LLC -Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 Rate Design 

Monthly Usage Charge Present 

Meter Size (All Classes): 
518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

$ 

NIA 
NIA 
NIA 

Commodity Charge - Per 1,000 Gallons of Water Usage 

Residential 
Commercial and Industrial 
Car washes, laudromats, Commercial, Manufacturing 
Hotels, Motels 
Restaurants 
Industrial Laundries 
Waste Haulers 
Restaurant Grease 
Treatment Plant Sludge 
Mud Sump Waste 

$ 5.8400 

5.7100 
7.6600 
9.4600 
8.3900 

171.2000 
149.8000 
171.2000 
535.0000 

Company 
Proposed Rates 

$ 53.00 
53.00 

132.50 
265.00 
424.00 
848.00 

1.325.00 
2,650.00 

NIA 
N/A 
NIA 

$ 5.3144 

5.1961 
6.9706 
8.6086 
7.6349 

155,7920 
136.3180 
155.7920 
486.8500 

Schedule JMM-106 
Page 1 of 1 

RUCO 
Recommended Rates 

$ 14.1328 

13.8182 
18.5372 
22.8932 
20.3038 

414.3040 
362.5160 
414.3040 

1,294.7000 



Utility Source, LLC - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-I18 

Typical Bill Analysis 
General Service 3/4-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,123 $ 24.08 $ 74.91 $ 50.83 211.13% 

Median Usage 3,500 20.44 71.60 $ 51.16 250.30% 

RUCO Recommended 

Average Usage 4,123 $ 24.08 $ 58.27 $ 34.19 142 .DO% 

Median Usage 3.500 20.44 49.46 $ 29.02 142.00% 

Present & Proposed Rates (Without Taxes) 
General Service 314-lnch Meter 

Company RUCQ 
Gallons Present Proposed % Recommended % 
Consumption Rates Rates Increase Rates Increase 

53.00 #DIV/O! $ #DIV/O! 
1 
2.000 
3.000 
4.000 
5.000 
6,000 
7,000 
8,000 
9,000 

10.000 
1 1 .ooo 
12,000 
13,000 
14,000 
15.000 
16,000 
17,000 
18,000 
19,000 
20,000 
25.000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

5.84 
11.68 
17.52 
23.36 
29.20 
35.04 
40.88 
46.72 
52.56 
58.40 
64.24 
70.08 
75.92 
81.76 
87.60 
93.44 
99.28 

105.12 
1 10.96 
11 6.80 
146.00 
175.20 
204.40 
233.60 
262.80 
292.00 
438.00 
584.00 

58.31 
63.63 
68.94 
74.26 
79.57 
84.89 
90.20 
95.52 

100.83 
106.14 
111.46 
11 6.77 
122.09 
127.40 
132.72 
138.03 
143.34 
148.66 
153.97 
159.29 
185.86 
21 2.43 
239.00 
265.58 
292.15 
318.72 
451.58 
584.44 

898.53% $ 
444.77% $ 
293.51% $ 
217.88% $ 
172.51% $ 
142.26% $ 
120.65% $ 
104.44% $ 
91.84% $ 
81.75% $ 
73.50% $ 
66.63% $ 
60.81% $ 
55.82% $ 
51.50% $ 
47.72% $ 
44.38% $ 
41.42% $ 
38.76% $ 
36.38% $ 
27.30% $ 
21.25% $ 
16.93% $ 
13.69% $ 
11.17% $ 
9.15% $ 
3.10% $ 
0.08% $ 

14.13 
28.27 
42.40 
56.53 
70.66 
84.80 
98.93 

113.06 
127.20 
141.33 
155.46 
169.59 
183.73 
197.86 
211.99 
226.12 
240.26 
254.39 
268.52 
282.66 
353.32 
423.98 
494.65 
565.31 
635.98 
706.64 

1,059.96 
1,413.28 

142.00% 
142.00% 
142.00% 
142.00% 
142.001 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 
142.00% 



UTILITY SOURCE, LLC 

DOCKET NO. WS-04235A-13-0331 

SURREBUTTAL TESTIMONY 

OF 

JEFFREY M. MlCHLlK 

ON BEHALF OF 

THE 

RESIDENTIAL UTILITY CONSUMER OFFICE 

OCTOBER 20.2014 



iurrebuttal Testimony of Jeffrey M . Michlik 
)ocket No . WS-04235A-13-0331 

TABLE OF CONTENTS 

Page 
XECUTIVE SUMMARY . SURREBUTTAL .................................................................................................... 11 

NTRODUCTION ........................................................................................................................................ 1 

. SURREBUlTAL RATE BASE ADJUSTMENTS ............................................................................................ 2 

VATER DIVISION ...................................................................................................................................... 2 

RATE BASE ADJUSTMENT NO . 1 -ACCUMULATED DEPRECIATION ........................................................................ 3 

RATE BASE ADJUSTMENTNO . 3 - NOTUSED .................................................................................................. 3 

VASTEWATER DIVISION ........................................................................................................................... 3 

RATE BASE ADJUSTMENT No . 1 -ACCUMUUTED DEPRECIATION ........................................................................ 4 

............................................................................................................................................................ 4 
RATE BASE ADJUSTMENT NO . 3 - CUSTOMER METER DEPOSITS ......................................................................... 4 

1 . SURREBUTTAL OPERATING INCOME ADJUSTMENTS ............................................................................ 4 

RATE BASE ADJUSTMENT NO . 2 -ACCUMULATED AMORTIZATION OF cONTRlBUTlONS IN AID OF CONSTRUCTION [CIAC) 3 

RATE BASE ADJUSTMENT N O  . 2 -ACCUMUUTED AMORTIZATION OF CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) 

NATER DIVISION ...................................................................................................................................... 4 

OPERATING lNCOMEADJUSTMENTN0 . 1 -OTHER OPERATING REVENUE ............................................................. 5 
OPERATING lNCOMEADJUSTMENTN0 . 2 - WATER TESTING EXPENSE ................................................................. 5 
OPERATING lNCOMEADJUSTMENTN0 . 3 -RATE CASE EXPENSE ......................................................................... 7 

............................................................................................................................................................ 7 

OPERATING lNCOMEADJUSTMENTN0 . ~-PROPERWTAXEXPENSE ................................................................... 8 
OPERATING lNCOMEADJUSTMENTN0 . 7- INCOME TAXEXPENSE ...................................................................... 8 

WASTEWATER DIVISION ........................................................................................................................... 8 

OPERATING INCOMEADJUSTMENTNO . 1 -OTHER OPERATING REVENUE ............................................................. 9 
OPERATING lNCOMEADJUSTMENTN0 . 2 -WASTEWATER TESTING EXPENSE ........................................................ 9 
OPERATING lNCOMEADJUSTMENTN0 . 3 -RATE CASE EXPENSE ....................................................................... 10 

.......................................................................................................................................................... 10 
OPERATING INCOME ADJUSTMENTNO . 5 - N O T  USED ................................................................................... 11 
OPERATING lNCOMEADJUSTMENTN0 . 6-PROPERW TAXEXPENSE ................................................................. 11 
OPERATING INCOMEADJUSTMENTNO . 7-1NCOME TAXEXPENSE .................................................................... 11 

OPERATING INCOME ADJUSTMENT N O  . 4 -M~~CELLANEOUS EXPENSE - AUTOMOBILE EXPENSE AND TELEPHONE EXPENSE 

OPERATING INCOME ADJUSTMENTNO . 5- DEPRECIATION EXPENSE .................................................................... 7 

OPERATING INCOME ADJUSTMENT NO . 4 -MISCELLANEOUS EXPENSE-AUTOMOBILE EXPENSE AND TELEPHONE EXPENSE 

111 . RATE DESIGN ..................................................................................................................................... 11 

WATER DIVISION .................................................................................................................................... 11 

WASTEWATER DIVISION ......................................................................................................................... 13 

IV . OTHER ISSUES .................................................................................................................................... 15  

STANDPIPE ............................................................................................................................................. 15 

RATE CASE EXPENSE RECOVERYSURCHARGE .......................................................................................... 17 

ALTERNATIVE RATE DESIGN .................................................................................................................... 18 

i 



urrebuttal Testimony of Jeffrey M. Michlik 
locket No. WS-04235A-13-0331 

Company Company RUCO 
Direct Rebuttal Direct 

$1,575,194 $1,566,542 $1,566,542 

EXECUTIVE SUMMARY - SURREBUTTAL 

RUCO 
Surrebuttal 

$1,5751 94 

The Residential Utility Consumer Office (“RUCO”) has reviewed Utility 
Source, LLC’s (“Company”) rebuttal testimony and has made several 
adjustments based on additional information provided by the Company. 
RUCO will address the Company’s rebuttal issues for rate base, operating 
income, revenue requirement, and rate design testimonies. 

Company Company RUCO 
Rebuttal Direct Direct 

$(8,265) $(5,885) $(8,998) 

Water Division: 

RUCO 
Surrebuttal 

$1 1 ,I 03 

The following are the Company’s and RUCO’s proposed rate base and 
adjusted operating income positions as filed in its direct, rebuttal, and 
surrebuttal testimonies for the Water Division. 

Company Company RUCO 
Direct Rebut ta I Direct 

$228,447 $226,783 $1 55,605 

Rate Base 

RUCO 
Surrebuttal 

$1 36,091 

Company Company RUCO 
Direct 

109.83% 109.99% 74.81 yo 

Re b u tta I Direct 

Adjusted Operating Income 

RUCO 
Surrebuttal 

66.00% 

The following tables present the required gross revenue increase as filed 
by the Company and RUCO in their direct, rebuttal, and surrebuttal 
testimonies. 

Required Percentage Increase in Gross Revenues 

ii 
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Company RUCO 
Rebuttal Direct 

The Company is requesting a rate of return of 11 .OO percent in its rebuttal 
testimony on its fair value rate base (“FVRB”) of $1,575,194. RUCO is 
proposing a rate of return of 9.25 percent on the FVRB of $1,575,194. 

$830,945 

Under RUCO’s recommended rates, a residential 314-inch metered 
customer with an average usage of 4,123 gallons per month will pay $59.01, 
which is $20.43 more than the current $38.58 or a 52.95 percent increase. 
By comparison, a residential 3/4-inch metered customer with an average 
usage of 4,123 gallons per month under the Company’s proposed rates 
would be billed $75.54, which is $36.96 more than the current $38.58 or an 
increase of 95.81 percent. 

$825,856 $830,945 

Wastewater Division ; 

Company 
Direct 

The following are the Company’s and RUCO’s proposed rate base and 
adjusted operating income positions as filed in its direct, rebuttal, and 
surrebuttal testimonies for the Wastewater Division. 

Company RUCO RUCO 
Rebuttal Direct Surrebuttal 

Rate Base 

$(72,257) $(83,387) $(85,383) $(81,884) 

Company 
Direct 

$228,447 

RUCO 
Surrebuttal 

$825,856 

Company RUCO 
Rebuttal Direct 

$209,436 $1 55,605 

Adjusted Operating Income 

The following tables present the required gross revenue increase as filed 
by the Company and RUCO in their direct, rebuttal, and surrebuttal 

iii 
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Company 
Direct 

162.23% 

V 

Corn pan y RUCO RUCO 
Rebuttal Direct Surrebuttal 

175.31 Yo 135.28% 133.98% 

Surrebuttal Testimony of Jeffrey M. Michlik 
Docket No. WS-04235A-13-0331 

Required Percentage Increase in Gross Revenues 

The Company is requesting a rate of return of 11 .OO percent in its rebuttal 
testimony on its fair value rate base (“FVRB”) of $825,856. RUCO is 
proposing a rate of return of 9.25 percent on the FVRB of $825,856. 

Under RUCO’s recommended rates, a residential wastewater customer 
with an average usage of 4,123 gallons per month will pay $57.30, which is 
$33.23 more than the current $24.08 or a 138.00 percent increase. By 
comparison, a residential wastewater customer with an average usage of 
4,123 gallons per month under the Company’s proposed rates would be 
billed $74.91, which is $50.83 more than the current $24.08 or an increase 
of 21 1 .I 3 percent. 

Other Issues: 

Standpipe 

RUCO recommends that the Company file a yearly report by September 
30th of each year, which shows the revenue generated by month from the 
Company’s standpipe. Further, RUCO recommends that if the Company is 
over-earning it be addressed, trued-up, and any excess be refunded to 
ratepayers in the Company’s next rate case. 

Rate Case Expense Surcharge 

RUCO, consistent with the language in Decision No. 73573, recommends 
that the Commission implement a rate case recovery surcharge of $4.27’ 
per customer for the Water Division and a rate case recovery surcharge of 
$4.25 for the Wastewater Division with the surcharge remaining in place for 
either (1) a period of 36 months, or (2) until the Company has collected 
$50,000 in rate case expense recovery from both Divisions, whichever 
comes first. 

~ 

Water Division - $50,000 rate case expense / 325 customers / 36 months. Wastewater Pivision - 
$50,000 rate case expense / 327 customers / 36 months. 

iv 
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NTRODUCTION 

3. 

4. 

tl. 
4. 

Q. 
4. 

Q. 
4. 

Q. 

A. 

Q. 

A. 

Please state your name for the record. 

My name is Jeffrey M. Michlik. 

Have you previously filed testimony regarding this docket? 

Yes, I have. I filed direct testimony in this docket on September 4, 2014. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal positions, 

proposals and comments pertaining to the adjustments RUCO 

recommended in direct testimony. In addition, my surrebuttal testimony will 

also include additional adjustments that RUCO is now recommending. 

What areas will you address in your surrebuttal testimony? 

My surrebuttal testimony will address RUCO’s recommended rate base, 

operating income, revenue requirement, and rate design. 

How is your surrebuttal testimony organized? 

My surrebuttal testimony is presented in four sections. Section I addresses 

surrebuttal rate base adjustments. Section II addresses surrebuttal 

operating income adjustments. Section Ill rate design and Section IV 

addresses other issues. 

Please identify the schedules that you are sponsoring in RUCO’s 

surrebuttal testimony. 

I am sponsoring surrebuttal schedules JMM-1 through JMM-17. 

1 
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SURREBUTTAL RATE BASE ADJUSTMENTS 

2. Please summarize the number of rate base adjustments 

recommended by RUCO in its surrebuttal testimony. 

RUCO is now recommending three rate base adjustments in its surrebuttal 

testimony. 

\. 

Vater Division 

2. 

4. 

Can you please identify the rate base adjustments along with the 

dollar amounts that RUCO is recommending for the Company’s Water 

Division? 

Yes, please see the table below that summarizes RUCO’s recommended 

rate base adjustments: 

Rate Base Adjustments (Net) 

Adjustment No. I Description 

I -Adjustment to Accumulated Depreciation 

2 - Adjustment to Accumulated Amortization of 

Contributions in Aid of Construction 

3 - Not Used 

RUCO Total Recommended Rate Base Adjustments 

See Surrebuttal Schedule JMM-3. 

2 

$9,919 

(1,267) 

0 

$8.652 

- 
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?ate Base Adjustment No. I - Accumulated Depreciation 

3. Does RUCO accept the Company’s accumulated depreciation 

adjustment? 

Yes, as shown in schedule JMM-4. 4. 

Pate Base Adjustment No. 2 - Accumulated Amortization of Contributions in 

4id of Construction (“CIAC”) 

3. 

4. 

Does RUCO accept the Company’s adjustment to CIAC? 

Yes, as shown in schedule JMM-5. 

Rate Base Adjustment No. 3 - Not Used 

Wasfewater Division 

Q. 

4. 

Can you please identify the rate base adjustments along with the 

dollar amounts that RUCO is recommending for the Company’s 

Wastewater Division? 

Yes, please see the table below that summarizes RUCO’s recommended 

rate base adjustments: 

Rate Base Adjustments (Net) 

Adiustment No. I Description 

1 - Adjustment to Accumulated Depreciation 

2 - Adjustment to Accumulated Amortization of 

Contributions in Aid of Construction 

3 - Customer Security Deposits 

RUCO Total Recommended Rate Base Adjustments 

See Surrebuttal Schedule JMM-3. 

3 

$ 28 

(4) 

5,065 

$5.089 
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Rate Base Adjustment No. 1 - Accumulated Depreciation 

Q. Does RUCO accept the Company’s accumulated depreciation 

adjustment? 

Yes, as shown in schedule JMM-4. A. 

Rate Base Adjustment No. 2 - Accumulated Amortization of Contributions in 

Aid of Construction (“CIAC”) 

Q. 

A. 

Does RUCO accept the Company’s adjustment to CIAC? 

Yes, as shown in schedule JMM-5. 

Rate Base Adiustment No. 3 - Customer Meter Deposits 

Q. Does RUCO accept the Company’s adjustment to Customer Meter 

Deposits? 

Yes, as shown in schedule JMM-6. A. 

It. SURREBUTTAL OPERATING INCOME ADJUSTMENTS 

Q. Please summarize the number of operating income adjustments 

recommended by RUCO in its surrebuttal testimony? 

RUCO is recommending 7 income adjustments in its surrebuttal testimony. A. 

Wafer Division 

Q. Can you please identify the operating income adjustments along with 

the dollar amounts that RUCO is recommending for the Company’s 

Water Division? 

Yes, please see the table below that summarizes RUCO’s recommended 

operating income adjustments: 

A. 

4 
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Operating Income Adjustments (Net) 

Adiustment No. I Description 

1 - Other Operating Revenue 

2 -Water Testing Expense 

3 - Rate Case Expense 

4 - Miscellaneous Expense 

5 - Depreciation Expense 

6 - Property Expense 

7 - Income Tax Expense 

RUCO Total Recommended Operating Income adjustments 

See Surrebuttal Schedule JMM-8. 

3perating Income Adjustment No. 7 - Other operating Revenue 

1. Does RUCO accept the Company’s Other Operating 

adjustment? 

Yes, as shown in schedule JMM-9. 4. 

2perating Income Adjustment No. 2 - Water Testing Expense 

S(l,820) 

7,733 

10,000 

4,116 

637 

784 

i2.064) 

$1 9.386 

Revenue 

2. 

\. 

Please explain RUCO’s operating income adjustment No. 2? 

Based on the direct testimony of Staff witness Michael Thompson, RUCO 

has adjusted the water testing expenses for the reason cited in Mr. 

Thompson’s testimony. 

5 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Did the Company use one vendor (Western Technologies) for both its 

water and wastewater testing? 

Yes. 

Does the total on the Staff Engineering report reconcile to the General 

Ledger? 

No. RUCO adjusted the January invoice from Western Technologies 

downward by $826 to remove testing expenses relating to the prior test 

year, and made a downward miscellaneous adjustment of $9 to reconcile 

to the test year general ledger amount of $1 3,776 for water and wastewater 

testing expense. Stated another way, test year water testing expenses for 

the water division should be $236 and test year wastewater testing 

expenses should be $1 3,540. 

What is RUCO’s surrebuttal recommendation? 

Based on Staffs engineering report, RUCO recommends decreasing water 

testing expense by $7,733 from $8,107 to $374, as shown in RUCO 

surrebuttal schedule JMM-10. The $1,096 of map expense is already 

included in a separate line item in general ledger account 675.5 

Process/Bonds/Permits. Thus the $374 plus the $1,096 equals the $1,470 

recommended in Staffs engineering report for the water division. 

6 
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Operating Income Adiustment No. 3 - Rate Case Expense 

Q. Is RUCO recommending an adjustment to Rate Case Expense? 

A. Yes. RUCO recommends the use of a rate case expense recovery 

surcharge as discussed in the other issues sections to recover rate case 

expense. 

Operating Income Adjustment No. 4 - Miscellaneous Expense - Automobile 

Expense and Telephone Expense 

Q. 

A. 

Q. 

A. 

Did RUCO propose an adjustment to automobile expense or telephone 

expense in its direct testimony? 

No. However, after reading the direct testimony of Staff witness Jorn Keller, 

RUCO agrees with these adjustments. 

What is RUCO’s surrebuttal recommendation? 

Based on Staffs testimony RUCO recommends reducing miscellaneous 

expense for the water division by $4,116 (Le. $1,750 auto expense plus 

$2,366 telephone expense) from $19,976 to $15,860, as shown in 

surrebuttal schedule JMM-12. 

Operating Income Adjustment No. 5 - Depreciation Expense 

Q. Did you explain RUCO’s calculation of depreciation expense in direct 

testimony? 

A. Yes. 

7 
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Dperating Income Adjustment No. 6 - Property Tax Expense 

2. 

4. Yes. 

Did you address RUCO’s property tax adjustment in direct testimony? 

Operating Income Adjustment No. 7 - Income Tax Expense 

a. 
4. Yes. 

Did you address RUCO’s income tax adjustment in direct testimony? 

Wastewater Division 

3. 

4. 

Can you please identify the operating income adjustments along with 

the dollar amounts that RUCO is recommending for the Company’s 

Wastewater Division? 

Yes, please see the table below that summarizes RUCO’s recommended 

operating income adjustments: 

Operating Income Adjustments (Net) 

Adiustment No. I Description 

1 - Other Operating Revenue 

2 -Wastewater Testing Expense 

3 - Miscellaneous Expense 

4 - Rate Case Expense 

5 - Not Used 

6 - Property Expense 

7 - Income Tax Expense 

RUCO Total Recommended Operating Income adjustments 

See Surrebuttal Schedule JMM-8. 

8 

$(I ,820) 

(8,858) 

4,116 

10,000 

0 

480 

(1 3,545) 

$(9.627) 
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Operating Income Adiustment No. I - Other Operating Revenue 

Q. Does RUCO accept the Company’s Other Operating Revenue 

adjustment? 

Yes, as shown in schedule JMM-9. A. 

Operating Income Adjustment No. 2 - Wastewater Testing Expense 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Please explain RUCO’s operating income adjustment No. 2? 

Based on the direct testimony of Staff witness Michael Thompson, RUCO 

has adjusted the wastewater testing expenses for the reason cited in Mr. 

Thompson’s testimony. 

Did the Company, use one vendor (Western Technologies) for both its 

water and wastewater testing? 

Yes. 

Does the total on the Staff Engineering report reconcile to the General 

Ledger? 

No. RUCO adjusted the January invoice from Western Technologies 

downward by $826 to remove testing expenses relating to the prior test 

year, and made a downward miscellaneous adjustment of $9 to reconcile 

to the test year general ledger amount of $1 3,776 for water and wastewater 

testing expense. Stated another way, test year water testing expenses for 

the water division should be $236 and test year wastewater testing 

expenses should be $1 3,540. 
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Q. 

A. Based on Staffs engineering report RUCO, recommends increasing 

wastewater testing expense by $8,858 from $5,669 to $14,527, as shown 

in RUCO surrebuttal schedule JMM-IO. 

What is RUCO’s surrebuttal recommendation? 

Operating Income Adiustment No. 3 - Rate Case Expense 

Q. Is RUCO recommending an adjustment to Rate Case Expense? 

A. Yes. RUCO recommends the use of a rate case expense recovery 

surcharge as discussed in the other issues sections to recover rate case 

expense. 

Operating Income Adjustment No. 4 - Miscellaneous Expense - Automobile 

Expense and Telephone Expense 

Q. 

A. 

Q. 

A. 

Did RUCO propose an adjustment to automobile expense or telephone 

expense in its direct testimony? 

No. However, after reading the direct testimony of Staff witness Jorn Keller, 

RUCO agrees with these adjustments. 

What is RUCO’s surrebuttal recommendation? 

Based on Staffs testimony RUCO recommends reducing miscellaneous 

expense for the wastewater division by $4,116 (i.e. $1,750 auto expense 

plus $2,366 telephone expense) from $13,152 to $9,036, as shown in 

RUCO surrebuttal schedule JMM-12. 
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Operating Income Adiustment No. 5 - Not Used 

Operating Income Adiustment No. 6 - Property Tax Expense 

Q. 

4. Yes. 

Did you address RUCO’s property tax adjustment in direct testimony? 

Operating Income Adiustment No. 7 - Income Tax Expense 

Q. 

A. Yes. 

Did you address RUCO’s income tax adjustment in direct testimony? 

111- Rate Desian 

Q. Have you read the rebuttal testimony of Company witness Mr. 

Bourassa and the direct testimony of Staff witness Mr. Keller? 

A. Yes. 

Water Division 

Q. 
A. 

Do you have any comments? 

Yes. Not surprisingly, Mr. Bourassa uses the old revenue stability argument 

that the Company will not be able to recover its authorized return if too much 

of the customers rate is recovered through the commodity rate and not 

enough is recovered through the monthly minimum rate. Further, Mr. 

Bourassa states that RUCO’s rate design only recovers about 35 percent in 

the monthly minimum.2 

See Rebuttal Testimony of Mr. Bourassa, page 19 line 20. 
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Q. 

A. 

Q. 
A. 

Q. 

4. 

Can you put this into perspective? 

Yes. It is true that when you combine the 314 Inch Residential Customer, 

the 3/4 Inch Commercial Customer, 2 Inch Commercial Customer, 2 Inch 

Irrigation, and standpipe/bulk water customer(s) the rate design only 

recovers 35 percent in the monthly minimum. However, the monthly 

minimum recovered from the 314 Inch Residential Customer is 

approximately 43.62 percent. The 3/4 Inch Residential Customer 

represents over 75 percent of the Company’s revenue. 

Do you believe revenue stability is an issue in this case? 

No. First the difference in the monthly minimum is negligible less than 5 

p e r ~ e n t . ~  Second, under RUCO’s rate design customers have a greater 

opportunity to conserve. Third RUCO’s rate design sends the right price 

signal that water is a scarce and precious commodity, and customers who 

conserve are rewarded through a lower price and those that do not are 

charged more. 

Would you please summarize RUCO’s surrebuttal recommended rate 

design for the 3/4-inch residential customer? 

Yes. RUCO recommends a monthly minimum charge for a 3/4-inch 

residential customer of $29.00. No gallons are included in the monthly 

minimum charge. RUCO recommends a residential water commodity rate 

for the 3/4-inch residential customer of $7.1 0 per thousand gallons for 1 to 

3,000 gallons, $13.08 per thousand gallons for 3,001 to 9,000 gallons, and 

This holds true for the  3/4 inch residential customer,  the  Company proposes  approximately 47.68 

12 
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$1 7.40 per thousand gallons for any consumption over 9,000 gallons. For a 

complete schedule of rates see RUCO schedule JMM-16. 

Q. 

A. 

Q. 

A. 

Did RUCO prepare a typical bill analysis for a 314 inch customer based 

on its surrebuttal testimony? 

Yes. Please see schedule JMM-17. 

What is the rate impact on a 314 inch meter residential customer using 

an average consumption of 4,123 gallons? 

Under RUCO’s recommended rates, a residential 3/4-inch metered 

customerwith an average usage of 4,123 gallons per month will pay $59.01, 

which is $20.43 more than the current $38.58 or a 52.95 percent increase. 

By comparison, a residential wastewater customer with an average usage 

of 4,123 gallons per month under the Company’s proposed rates would be 

billed $75.54, which is $36.96 more than the current $38.58 or an increase 

of 95.81 percent. 

Wasfewater Division 

Q. 

A. 

Do you have any comments? 

Yes. RUCO is not sure if Staff is recommending a flat rate for the residential 

wastewater customer of $65 with no commodity or if this was a mistake. 

Even though RUCO does not agree with the Company’s wastewater rate 

design, it appears to be better than the rate design recommended by Staff. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Can you put this into perspective? 

Yes. The current rates are based on 1,000 gallon usage, with no monthly 

minimum. Even the Company gives the customer some ability to control 

their wastewater bill, albeit a small one, with approximately 70 percent of 

the revenue recovered in the monthly minimum and 30 percent in the 

commodity rate for the residential wastewater customer. Staffs wastewater 

design does not provide the wastewater customer an opportunity to 

conserve. Both the Staff and Company give customers who pour more 

water down the drain a break. Under Staffs more aggressive rate design if 

the customer uses more than 12,000 gallons you get a refund, so much for 

conservation. In addition, Staffs rate design assigns the same commodity 

rate to all commercial and industrial customers, in other words there is no 

difference between laundromat and restaurant customers. 

Would you please summarize RUCO’s surrebuttal recommended rate 

design for the residential wastewater customer? 

Yes. RUCO recommends a commodity rate of $1 3.904 per 1,000 gallons for 

the residential wastewater customer. For a complete schedule of rates see 

RUCO schedule JMM-16. 

Did RUCO prepare a typical bill analysis for a residential wastewater 

customer based on its surrebuttal testimony? 

Yes. Please see schedule JMM-17. 

Rounded 
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Q. 

A. 

What is the rate impact on a residential wastewater customer using an 

average consumption of 4,123 gallons? 

Under RUCO’s recommended rates, a residential wastewater customer 

with an average usage of 4,123 gallons per month will pay $57.30, which is 

$33.23 more than the current $24.08 or a 138.00 percent increase. By 

comparison, a residential 3/4-inch metered customer with an average 

usage of 4,123 gallons per month under the Company’s proposed rates 

would be billed $74.91, which is $50.83 more than the current $24.08 or an 

increase of 21 1 .I 3 percent. 

IV. Other Issues 

Standpipe 

Q. 

A. 

Q. 

A. 

Do you have anything additional to add to your surrebuttal testimony 

in regards to revenues generated by the new standpipe? 

Yes. The Company stated in a data request that the standpipe went into 

operation on September 4, 201 4. 

Has the Company provided any information as to revenues generated 

from the new standpipe? 

No. 
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3. 

4. 

a. 
4. 

Does RUCO agree with Staffs recommendation that the Company be 

required to file a rate case in three years rather than five years as 

proposed by the Company in order to report activity of the proposed 

stand pipe? 

No, by increasing the rate case expense to be recovered over three years 

instead of five, provides no guarantee the Company will file at the end of 

the three year period. I have seen far too many delays and request for 

extensions by Companies in similar situations. Likewise, there simply is no 

guarantee that the Company will generate any significant revenues from the 

standpipe. Moreover, when the Company files a new rate case in 3 years 

instead of 5 years, customers may have to endure another rate increase 

sooner than later. 

PI e as e e I a borate? 

If Staff believes the Company is over-earning they can ask the Commission 

to order the Company to file a rate case. RUCO recommends that the 

Company file a yearly report by September 30th of each year which shows 

the revenue generated by month from the Company’s standpipe. Further, 

RUCO recommends that if the Company is over-earning it be addressed, 

trued-up, and any excess be refunded to ratepayers in the Company’s next 

rate case. 
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Rate Case Expense Recovery Surcharge 

Q. 

4. 

Does RUCO believe a rate case expense recovery surcharge is 

appropriate in this case? 

Yes. The Commission awarded the Company rate case expense of 

$100,000 total or $50,000 per division to be amortized over 4 years in 

Decision No. 70140 (dated January 23, 2008). It is now October 20, 2014, 

and the Company has over-collected its previously approved rate case 

expense. 

The Commission has been transitioning away from traditional ratemaking in 

an effort to ameliorate regulatory lag in the utilities favor, and including 

surcharges and adjuster mechanisms into their decisions. It is only fair that 

a few of these mechanisms should ameliorate the effects of regulatory lag 

in favor of the ratepayers. And really, in this instance it is only fair and 

makes sense that the ratepayers should only have to pay the authorized 

amount of rate case expense. 

RUCO’s recommendation here is to assure that the ratepayers only pay for 

the amount of rate case expense authorized - no more and no less. There 

is no reason why the Company should continue to over-collect rate case 

expense. Moreover, the Commission has already approved the same rate 

case expense surcharge in Decision No. 73E173.~ 

j Pima Utility Company, Docket No. W-02199A-11-0329 ET AL. 
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Q. 

A. 

Q. 

A. 

What is RUCO’s recommendation? 

RUCO, consistent with the language in Decision No. 73573, recommends 

that the Commission implement a rate case surcharge of $4.276 per 

customer for the Water Division and a rate case surcharge of $4.25 for the 

Wastewater Division with the surcharge remaining in place for either (1) a 

period of 36 months, or (2) until the Company has collected $50,000 in rate 

case expense recovery from both Divisions, whichever comes first. 

Should there be a provision in this case to prevent the Company from 

circumventing the system, by filing a rate case earlier than 36 months 

and asking for recovery of prior authorized rate case expense that 

have not been recovered through the surcharge? 

Yes. The Company anticipated that it would file another rate case in five 

years. RUCO is not suggesting that the Company would deliberately file 

another rate case in 24 months in order to over-collect rate case expense, 

however, a provision should be in place that prevents the Company from 

over-earning its rate case expense. 

Alternative Rate Design 

Q. You mentioned in your direct testimony on page 16, that RUCO might 

offer an alternative rate design to help mitigate rate shock? 

Yes. RUCO has looked into a three year phase-in of rates for both the water 

and wastewater divisions. 

A. 

Water Division - $50,000 rate case expense / 325 customers / 36 months. Wastewater Division - 

18 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Why are phase-in rates problematic? 

From the Company’s perspective, a Commission directive requiring a 

phase-in could be considered confiscatory depending how it is set-up. From 

RUCO’s perspective, RUCO would not recommend a phase-in because it 

ends up costing the ratepayer more in the long-run, unless the Company is 

willing to forgo the carrying costs associated with a phase-in. 

Does your silence on any of the issues, matters or findings addressed 

in the testimony of any of the witnesses for the Company constitute 

your acceptance of their positions on such issues, matters or 

findings? 

No. RUCO limited its discussion to the specific issues outlined above. 

RUCO’s lack of response to any issue in this proceeding should not be 

construed as agreement with the Company’s position in its rebuttal 

testimony; rather, where there is no response RUCO relies on its original 

d i rect testimony . 

Does this conclude your surrebuttal testimony? 

Yes. 
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Utility Source, LLC -Water Division 
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Test Year Ended: December 31,2012 

Schedule JMM-1 

REVENUE REQUIREMENT 

LINE 
NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

* 

DESCRIPTION 

Adjusted Rate Base 

Adjusted Operating Income (Loss) 

Current Rate of Return (L2 / L1) 

Required Rate of Return 

Required Operating Income (L4 * L1) 

Operating Income Deficiency (L5 - L2) 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Increase in Revenue (%) 

References: 
Column (A): Company Schedule A-I 
Column (B): RUCO Schedules JMM-2 and JMM-7 

(A) 
COMPANY 

FA1 R 
VALUE 

$ 1,566,542 

-0.53% 

11 .OO% 

$ 172,320 

$ 180,584 

1.2650 

$ 228,447 

$ 208,004 

$ 436,451 

109.83% 

RUCO includes a property tax revenue conversion factor 

(B) 
RUCO 
FA1 R 

VALUE 

$ 1,575,194 

$ 11,103 

0.70% 

9.25% 

$ 145,705 

$ 134,603 

1.0111 * 

I S  136,091 1 
$ 206,184 

$ 342,275 

66.00% 
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Schedule JMM-2 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC 

Advances in Aid of Construction (AIAC) 

Customer Meter Deposits 
Customer Deposits 
Deferred Income Taxes & Credits 
FHSD Settlement 

ADD: 

Deferred Debits 

Working Capital Allowance 

Original Cost Rate Base 

(A) 
COMPANY 

AS 
FILED 

RUCO 
ADJUSTMENTS 

(C) 
RUCO 

AS 
ADJUSTED 

$ 2,496,640 
726,406 

$ 1.770.234 

$ 294,745 
96,938 

197,807 

5,885 

$ 2,496,640 
716,487 

$ 1,780,153 

$ 294,745 
$ 95,671 
$ 199,074 

5,885 

$ 1,566,542 $ 8,652 $ 1,575,194 

References: 
Column [A]: Company as Filed 
Column [B]: Schedule JMM-3 
Column (C): Column (A) + Column (B) 
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SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

Schedule JMM-3 

LINE ACCT. 
NO. NO. _ -  

PLANT IN SERVICE 
DESCRIPTION 

1 301 Organization Cost 
2 302 Fr&hiseCost 
3 303 Land and Land Rights 
4 304 Structures and Improvements 
5 305 Collecting and Impounding Res. 
6 306 Lake River and Other Intakes 
7 307 Wells and Springs 
8 308 infiltration Galleries and Tunnels 
9 309 Supply Mains 
10 310 Power Generation Equipment 
11 311 Electric Pumping Equipment 
12 320.0 Water Treatment Equipment 
13 320.1 Water Treatment Plant 
14 320.2 Chemical Solution Feeders 
15 330 Dist. Reservoirs & Standpipe 
16 330.1 Storage tanks 
17 330.2 Pressure Tanks 
18 331 Trans. and Dist Mains 
19 333 Services 
20 334 Meters 
21 335 Hydrants 
22 336.0 BacMlow Prevention Devices 
23 339 Other Plant and Misc. Equip. 
24 340 Office Furniture and Fixtures 
25 340 Computers and Software 
26 341 Transportation Equipment 
27 342 Stores Equipment 
26 343 Tools and Work Equipment 
29 344 Laboratory Equipment 
30 345 Power Operated Equipment 
31 346 Communications Equipment 
32 347 Miscellaneous Equipment 
33 348 Other Tangible Plant 
51 Total Plant in Service 
52 Less: Accumulated Depreciation 
53 
54 Net Plant in Service 
55 
56- 
57 Contributions in Aid of Construction (CIAC) 
56 Less: Accumulated Amortization 
59 Net ClAC (L25 - L26) 
60 Advances in Aid of Construction (AIAC) 
61 Customer Deposits 
62 
63 
64 
66 ADD' 
67 Deferred Debits 
68 Working Capital Allowance 
69 
70 Original Cost Rate Base 

COMPANY 
AS FILED 

$ 

210,wo 
72,997 

1,353.539 

89,125 
158.71 1 

5.487 

321,452 

161,632 
86.250 

34,500 

2,947 

ADJ#1 ADJ#P ADJ#J 
Adjustment to Adjustment to Not 

Accumulated Depreciaion Accumulated Amortization of ClAC Used RUCO 

$ - $  - $  - $  
ADJUSTED I Ref: SchJMM-4 1 Ret Sch JMM-5 I Ret SchJMM-6 1 

210,000 
72,997 

1,353,539 

89.125 
158.711 

5,487 

321,452 

161,632 
86,250 

34,500 

$ 2,496,640 $ - $  - $  ~ $ 2,496,640 
726,406 (9,919) 7 16,487 

$ 1,770,234 $ 9,919 $ - 8  - $ 1,780,153 

$ 294,745 $ - $  - $  - 8 294.745 
96.938 (1,267) - $  95,671 

197,807 1,267 199,074 

5,885 5,885 

$ 1,566,542 $ 9,919 $ (1,267) $ - $ 1,575,194 
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Schedule JMM-4 

RATE BASE ADJUSTMENT NO. 1 -ADJUSTMENT TO ACCUMULATED DEPRECIATION 

[AI [BI [CI 
LINE ACCT COMPANY RUCO RUCO 
NO. NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Accumulated Depreciation $ 726,406 $ (9,919) $ 716,487 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column IC]: Column [A] + Column [B] 
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LINE 

Schedule JMM-5 

RUCO RUCO ACCT COMPANY 
NO. NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 
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LINE 
NO. 

Schedule JMM-6 

ACCT COMPANY RUCO RUCO 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

RATE BASE ADJUSTMENT NO. 3 - NOT USED 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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Schedule JMM-7 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND RUCO RECOMMENDED 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

DESCRIPTION 

REVENUES: 
Metered Water Sales 
Water Sales-Unmetered 
Other Operating Revenue 
Intentionally Left Blank 
Total Operating Revenues 

OPERATING EXPENSES: 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Contractual Services -Accounting 
Contractual Services - Professional 
Contractual Services - Maintenance 
Contractual Services - Other 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. - Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 
Interest on Customer Deposits 
Total Operating Expenses 
Operating Income (Loss) 

References: 
Column (A): Company Schedule C-1 
Column (6) :  Schedule JMM-8 
Column (C): Column (A) + Column (E) 
Column (D): Schedule JMM-14 
Column (E): Column (C) + Column (D) 

[Dl [El COMPANY [AI P I  RUCO [CI 

ADJUSTED RUCO TEST YEAR RUCO TEST YEAR 
TEST YEAR PROPOSED RUCO 

AS 

AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDED 

$ 202,743 $ $ 202,743 $ 136,091 $ 338.834 

5,261 (1.820) 3,441 3,441 
$ 208,004 $ (1,820) $ 206.184 $ 136,091 $ 342.275 

5,261 (1.820) 3,441 3,441 
$ 208,004 $ (1,820) $ 206.184 $ 136,091 $ 342.275 

66.787 66,787 66,787 

1,460 
12,257 
2,399 

20,253 
9,651 

1,460 
12,257 12,257 

2,399 
20,253 20,253 

9,651 

1,460 

2,399 

9,651 

8,107 (7,733) 374 

2,186 

10,000 (10,000) 
19,976 (4,116) 15.860 

., -.,., 
12,257 
2,399 

20,253 
9,651 

1 
1- 

L 
_. 

2,186 

57,728 

7,530 
(2,064) 

57,091 

(766) 6,764 
2,064 (0) 

1,488 

374 

2,186 

15.860 

57,091 

8.253 
tni 

$ 216,269 $ (21,188) $ 195,081 $ 1,488 $ 196,569 1-1  

(8,265) $ 19,368 $ 11,103 $ 134.603 $ 145,705 $ 
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Utility Source, LLC -Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-9 

OPERATING INCOME ADJUSTMENT NO. 1 -OTHER OPERATING REVENUE 

[AI [BI [CI 
I LINE I I COMPANY I RUCO I RUCO I 
I NO. I DESCRIPTION I PROPOSED I ADJUSTMENTS I RECOMMENDED 

1 Other Operating Revenue $ 5,261 $ (1,820) $ 3,441 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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Schedule JMM-10 

OPERATING INCOME ADJUSTMENT NO. 2 -WATER TESTING EXPENSE 

[AI PI IC1 
I LINE I I COMPANY I RUCO I RUCO I I NO. I DESCRIPTION I PROPOSED I ADJUSTMENTS I RECOMMENDED 

1 Water Testina ExPense 8.107 §i 174 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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LINE COMPANY 
NO. DESCRIPTION PROPOSED 

Schedule JMM-11 

RUCO RUCO 
ADJUSTMENTS RECOMMENDED 

OPERATING INCOME ADJUSTMENT NO. 3 - RATE CASE EXPENSE 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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Test Year Ended: December 31,2012 

LINE COMPANY RUCO 
NO. DESCRIPTION PROPOSED ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 4 - MISCELLANEOUS EXPENSE 

RUCO 
RECOMMENDED 

Schedule JMM-I2 

3 Automobile Expense 
4 Telephone Expense 
5 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 

$ 1,750 
$ 2,366 
s 4.116 
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OPERATING INCOME ADJUSTMENT NO. 5 - DEPRECIATION EXPENSE ON TEST YEAR PLANT 

LINE 

Schedule JMM-13 

PLANT In 
ACCT SERVICE LNO. I NO.  DESCRIPTION I PerRUCO 

1 301 Organizatlon Cost s 
2 302 Franchisecost 
3 303 Land and Land Rights 
4 304 Structures and Improvements 
5 305 Collecting and Impounding Res 
6 306 Lake River and Other Intakes 
7 307 Wells and Springs 
8 308 Infiltration Galleries and Tunnels 
9 309 Supply Mains 
10 310 Power Generation Equipment 
11 31 1 Electric Pumping Equipment 
12 320.0 Water Treatment Equipment 
13 320.1 Water Treatment Plant 
14 320.2 Chemical Solution Feeders 
15 330 Dist. Reservoirs &Standpipe 
16 330.1 Storage tanks 
17 330.2 Pressure Tanks 
18 331 Trans. and Dist. Mains 
19 333 Services 
20 334 Meters 
21 335 Hydrants 
22 336.0 Backflow Prevention Devices 
23 339 Other Plant and Misc. Equip. 
24 340 Dftice Furniture and Fixtures 
25 340 Computers and Software 
26 341 Transportation Equipment 
27 342 Stores Equipment 
28 343 Tools and Work Equipment 
29 344 Laboratory Equipment 
30 345 Power Operated Eauipment 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

210.000 
72,997 

1,353,539 

89.125 
158,711 

5,487 

321,452 

161,632 
86.250 

34,500 

2.947 

[E] [C] [Dl [E] 
NonDepreciable DEPRECIABLE DEPRECIATION 

(Col C x Col D] 
or Fully Depreciated PLANT DEPRECIATION EXPENSE 

PLANT (Col A - Col E) RATE 
- $  0.00% $ 

72,997 

1,353,539 

89.125 

5.487 

321,452 

161,632 
86.250 

34.500 

0 00% s 
000% $ 
333% $ 
250% $ 
250% $ 
333% $ 
667% $ 
200% $ 
500% $ 

1250% $ 
3 33% $ 
333% $ 

2000% $ 
222% $ 
222% $ 
500% $ 
200% s 
333% $ 
833% $ 
200% $ 
667% 5 

2,431 

45.073 

4.456 

183 

7.136 

3,233 
2.872 

690 

6.67% $ 
2,947 667% 3 197 

20.00% s 
20.00% $ 
4.00% $ 
5.00% $ 

10.00% $ 
500% . 

10.00% $ 
10.00% $ 

346 Communicakons Equipment s 
347 Miscellaneous Equipment s 
348 Other Tangible Plant S - $  - $  1000% $ 

Total Plant 5 2,496,640 $ 368,711 $ 2,127,929 $ 66,270 

Composite Depreciation Rate: 

Amortization of CIAC: 

Depreciation Expense before Amortization of CIAC: 
Less Amortization of CIAC: 
Test Year Depreciation Expense - RUCO 

Depreciation Expense. Company 

RUCOs Adjustment to Depreciation Expense 

Contributions in Aid of COIlStNCtiOn (“CIAC): 
3.11% 

.$ 294,745 
$ 9,179 

$ 57.728 

References: 
Column [A]: Schedule JMM-3 
Column [e]: From Column [A] 
Column [C]: Column [A] -Column [B] 
Column ID]: Company Engineering Depreciation Rates 
Column [E]: Column [C] x Column [D] 



Utility Source, LLC -Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

OPERATING INCOME ADJUSTMENT NO. 6 - PROPERTY TAX EXPENSE 

Schedule JMM-I4 

A 
R L d o  [*I LINE 

NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

RUCO Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 Line 2) 
RUCO Recommended Revenue, Per Schedule JMM-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate (Per Company Schedule) 

RUCO Test Year Adjusted Property Tax (Line 14 * Line 15) 
Company Proposed Property Tax 

RUCO Test Year Adjustment (Line 16-Line 17) 

Property Tax - RUCO Recommended Revenue (Line 14 * Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (Line 26/Line 27) 

Property Tax Conversion Factor = 1 I (I - .01093577) 

REFERENCES: 
Column [A]: Company Filing 
Column [E]: Testimony JMM 
Column [C]: Column [A] + Column [E] 

206,184 $ 206,184 $ 
2 

412,368 
206,184 
618,552 

3 
206,184 

2 
412,368 

412,368 
18.125% 
74,742 

9.0503% 

2 
$ 412,368 
$ 342,275 

754,643 
3 

$ 251,548 
2 

$ 503,096 

$ 
$ 503,096 

18.125% 
$ 91,186 

9.0503% 

$ 6,764 
7,530 

$ (766) 

$ 8,253 
$ 6,764 
$ 1,488 

$ 1,488 
136,091 

1.093577% 

1.0111 



Utility Source, LLC -Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE 
NO. 

Schedule JMM-15 

COMPANY RUCO RUCO 
DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

OPERATING INCOME ADJUSTMENT NO. 7 - INCOME TAX EXPENSE 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, LLC - Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31,2012 Rate Design 

Schedule JMM-I6 
Page 1 of 2 

Monthly Usage Charge Present 

Meter Size (All Classes): 
518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

$ 18.51 
18.51 
46.51 
92.51 

148.01 
296.01 
462.51 
925.01 

NII 
N//  
N / /  

Commodity Charge - Per 1,000 Gallons 

518x314 and 314" Meter (Residential) 
First 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

518x314 and 314" Meter (Commercial) 
First 4,000 gallons 
4,001 to 9,000 gallons 
Over 9,000 gallons 

First 9,000 gallons 
Over 9,000 gallons 

1" Meter (Residential. Commercial) 
First 27,000 gallons 
Over 27,000 gallons 

First 18,000 gallons 
Over 18,000 gallons 

1.5" Meter (Residential, Commercial) 
First 57,000 gallons 
Over 57,000 gallons 

First 33,000 gallons 
Over 33,000 gallons 

2" Meter (Residential. Commercial) 
First 94,000 gallons 
Over 94,000 gallons 

First 52,000 gallons 
Over 52,000 gallons 

3" Meter (Residential. Commercial) 
First 195,000 gallons 
Over 195,000 gallons 

First 104,000 gallons 
Over 104,000 gallons 

4" Meter (Residential. Commercial) 
First 309,000 gallons 
Over 309,000 gallons 

First 160,000 gallons 
Over 160,000 gallons 

4.8( 
7.1f 
8.6C 

NIP 
NIP 

4.8C 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

4.80 
7.16 

NIA 
NIA 

Company 
Proposed Rates 

$ 41 .0 
41.0 

102.61 
205.3! 
328.51 
657.1: 

1,026.7! 
2.053.5( 

N/ /  
Nl/ 
N// 

$ 8.2: 
15.7: 
21.71 

NIP 
NIP 
NIP 

15.75 
21.75 

NIA 
NIA 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

15.75 
21.75 

NIA 
NIA 

RUCO 
Recommended Rates 

$ 29.00 
29.00 
72.50 

145.00 
232.00 
464.00 
725.00 

1,450.00 
2,320.00 
3,335.00 
6,235.00 

$ 7.10 
13.08 
17.40 

NIA 
NIA 
NIA 

13.08 
17.40 

NIA 
NIA 

13.08 
17.40 

NIA 
NIA 

13.08 
17.40 

NIA 
NIA 

13.08 
17.40 

NIA 
NIA 

13.08 
17.40 

NIA 
NIA 

13.08 
17.40 



Utility Source, LLC -Water Division 
Docket No. WS04235A-13-0331 
Test Year Ended December 31.2012 

6" Meter (Residential. Commercial) 
First 615,000 gallons 
Over 615,000 gallons 

First 325,000 gallons 
Over 325,000 gallons 

8" Meter (Residential, Commercial) 
First 524,000 gallons 
Over 524,000 gallons 

IO" Meter (Residential. Commercial) 
First 750,000 gallons 
Over 750,000 gallons 

12" Meter (Residential. Commercial) 
First 1,400,000 gallons 
Over 1,400,000 gallons 

lrriaation 
All Usage 

BulWConstruction 
All Usage 

Rate Design 

4.80 
7.16 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

9.26 

10.35 

15.75 
21.75 

NIA 
NIA 

N/A 
NIA 

NIA 
N/A 

NIA 
N/A 

21.75 

21.75 

Schedule JMM-16 
Page 2 of 2 

NIA 
NIA 

13.08 
17.40 

13.08 
17.40 

13.08 
17.40 

13.08 
17.40 

17.40 

17.40 



Utility Source, LLC - Water Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-17 

Typical Bill Analysis 
General Service 314-Inch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,123 $ 38.58 $ 76.00 $ 37.42 97.01% 

Median Usage 3,500 35.30 69.95 $ 34.65 98.14% 

RUCO Recommended 

Average Usage 4,123 $ 38.58 $ 59.01 $ 20.43 52.95% 

Median Usage 3,500 35.30 53.85 $ 18.55 52.55% 

Present & Proposed Rates (Without Taxes) 
General Service 3/4-lnch Meter 

Gallons Present 
Company RUCO 
Proposed % Recommended % 

Consumption Rates Rates Increase Rates Increase 
0 18.50 $ 41.07 122.00% $ 29.00 56.76% 

1,000 23.30 49.32 111.67% $ 36.10 54.94% 
2,000 
3,000 
4,000 
5,000 
6,000 
7.000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

28.10 
32.90 
37.70 
44.86 
52.02 
59.18 
66.34 
73.50 
82.10 
90.70 
99.30 

107.90 
11 6.50 
125.10 
133.70 
142.30 
150.90 
159.50 
168.10 
211.10 
254.10 
297.10 
340.10 
383.10 
426.10 
641.10 
856.10 

57.57 
65.82 
74.07 
89.82 

105.57 
121.32 
137.07 
152.82 
174.57 
196.32 
218.07 
239.82 
261.57 
283.32 
305.07 
326.82 
348.57 
370.32 
392.07 
500.82 
609,57 
718.32 
827.07 
935.82 

1,044.57 
1,588.32 
2,132.07 

104.88% $ 
100.06% $ 
96.47% $ 

100.22% $ 
102.94% $ 
105.00% $ 
106.62% $ 
107.92% $ 
112.63% $ 
116.45% $ 
119.61% $ 
122.26% $ 
124.52% $ 
126.47% $ 
128.18% $ 

130.99% $ 
132.18% $ 
133.24% $ 
137.24% $ 
139.89% $ 
141.78% $ 
143.18% $ 
144.28% $ 
145.15% $ 
147.75% $ 
149.04% $ 

129.67% $ 

43.20 
50.30 
57.40 
70.48 
83.56 
96.64 

109.72 
122.80 
140.20 
157.60 
175.00 
192.40 
209.80 
227.20 
244.60 
262.00 
279.40 
296.80 
314.20 
401.20 
488.20 
575.20 
662.20 
749.20 
836.20 

1,271.20 
1,706.20 

53.74% 
52.89% 
52.25% 
57.11% 
60.63% 

65.39% 
67.07% 
70.77% 
73.76% 

78.31% 
80.09% 

82.95% 

63.30% 

76.23% 

81.61% 

84.12% 
85.16% 
86.08% 

90.05% 

93.60% 

95.56% 

86.91% 

92.13% 

94.71 % 

96.25% 
98.28% 
99.30% 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Surrebuttal Schedules of Jeffrey M. Michlik 

TABLE OF CONTENTS TO SCHEDULES 

SCH# 

JMM-1 
JMM-2 
JMM-3 
JMM-4 
JMM-5 
JMM-6 
JMM-7 
JMM-8 
JMM-9 
JMM-10 
JMM-11 
JMM-12 
JMM-13 
JMM-14 
JMM-15 
JMM-16 
JMM-17 

TlTLE 
REVENUE REQUIREMENT 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 
RATE BASE - ORIGINAL COSTS 

ORIGINAL COST RATE BASE ADJUSTMENT # 1 - ADJUSTMENT TO ACCUMULATED DEPRECIATION 
ORIGINAL COST RATE BASE ADJUSTMENT# 2 -ADJUSTMENT TO ACCUMULATED AMORTIZATION OF ClAC 
ORIGINAL COST RATE BASE ADJUSTMENT # 3 - CUSTOMER METER DEPOSITS 
OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND RUCO RECOMMENDED 
SUMMARY OF OPERTING INCOME STATEMENT ADJUSTMENTS -TEST YEAR 
OPERATING INCOME ADJUSTMENT # 1 - OTHER OPERATING REVENUE 
OPERATING INCOME ADJUSTMENT # 2 - WASTEWATER TESTING EXPENSE 
OPERATING INCOME ADJUSTMENT # 3 - RATE CASE EXPENSE 
OPERATING INCOME ADJUSTMENT # 4 - MISCELLANEOUS EXPENSE 
OPERATING INCOME ADJUSTMENT # 5 - NOT USED 
OPERATING INCOME ADJUSTMENT # 6 - PROPERTY TAX 
OPERATING INCOME ADJUSTMENT # 7 - INCOME TAX 
RATE DESIGN 
TYPICAL BILL 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-1 

REVENUE REQUIREMENT 

LINE 
- NO. DESCRI PTl ON 

(A) 
COMPANY 

FA1 R 
VALUE 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 I L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 * L1) 

6 Operating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (17 * L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9) 

11 Required Increase in Revenue (%) 

$ 830,945 

$ (72,257) 

-8.70% 

1 1 .OO% 

$ 91,404 

$ 163,661 

1.2022 

$ 196,760 

$ 121,284 

$ 31 8,044 

162.23% 

(B) 
RUCO 
FAIR 

VALUE 

$ 825,856 

$ (81,884) 

-9.92% 

9.25% 

$ 76,392 

$ 158,276 

1.0113 * 

1% 160,060 

$ 11 9,464 

$ 279,524 

133.98% 

References: 
Column (A): Company Schedule A-1 
Column (B): RUCO Schedules JMM-2 and JMM-7 

RUCO includes a property tax revenue conversion factor * 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-2 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 
4 
5 LESS: 
6 
7 
8 Less: Accumulated Amortization 
9 Net CIAC 
10 
11 
12 
13 Customer Meter Deposits 
14 Customer Deposits 
15 Deferred Income Taxes & Credits 
17 
18 
19 ADD: 
20 
21 
22 Deferred Debits 
23 
24 Working Capital Allowance 
25 
26 
27 Original Cost Rate Base 

Contributions in Aid of Construction (CIAC) 

Advances in Aid of Construction (AIAC) 

(A) 
COMPANY 

AS 
FILED 

RUCO 
ADJUSTMENTS 

(C) 
RUCO 

AS 
ADJUSTED 

$ 1,397,271 
455,064 

$ 942.206 

$ 197,973 
86,711 

11 1,262 

$ 
28 

$ (28) 

$ 1,397,271 
455,092 

$ 942,179 

$ 
4 

(4) 

5,065 

$ 197,973 
$ 86,715 
$ 11 1,258 

5,065 

$ 830,945 $ (5,089) $ 825,856 

References: 
Column [A]: Company as Filed 
Column [B]: Schedule JMM-3 
Column (C): Column (A) + Column (B) 



Utility Source, L.L.C. -Wastewater Division 
Docket No. WS04235A-130331 
Test Year Ended: December 31,2012 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

Schedule JMM-3 

LINE ACCT 
N0.m 

PLANT IN SERVICE: 
1 DESCRIPTION 
2 351 Organization Cost 
3 352 Franchisecost 
4 353 Land and Land Rights 
5 354 Structures 8 Improvements 
6 355 Power Generation Equipment 
7 360 Collection Sewers - Force 
8 361 Collection Sewers -Gravity 
9 362 Special Collecting Structures 
10 363 Servcies to Customers 
1 1  364 Flow Measuring Devices 
12 365 Flow Measuring Installations 
13 366 Reuse Services 
14 367 Reuse Meters and Meter Installations 
15 370 Receiving Wells 
16 371 Pumping Equipment 
17 374 Reuse Distribution Reserviors 
18 375 Reuse Transmission and Distribution 
19 380 Treatment 8 Disposal Equipment 
20 381 Plantsewers 
21 382 Outfall Sewer Lines 
22 389 Other Plant 8 Misc Equipment 
23 390 Office Furniture 8 Equipment 
24 390.1 Computers 8 Software 
25 391 Transportation Equipment 
26 392 Stores Equipment 
27 393 Tools, Shop 8 Garage Equipment 
28 394 Laboratory Equipment 

395 Power Operated Equipment 
29 396 Communication Equipment 
30 397 Miscellaneous Equipment 
31 398 OtherTangible Plant 
32 Total Plant in Service -Sub Total 
35 Less: Accumulated Depreciation 
36 
37 Net Plant in Service 
38 

40 Contributions in Aid of Construction (CRC) 
41 Less: Accumulated Amortization 
42 Net ClAC (L25 - L26) 
43 Advances in Aid of Construction (ARC) 
44 Customer Meter Deposits 
45 Customer Deposits 
46 Deferred Income Taxes 8 Credits 
47 
48 

50 Deferred Debits 
51 Working Capital Allowance 
52 
53 Original Cost Rate Base 

39 LESS: 

49 ADD: 

[AI 

COMPANY 
AS FILED 

$ 

105,000 
56,350 
2.879 

260,553 

60,375 

3,450 

903.992 

4,672 

[El 

ADJ#1 
Adjustment to 

Accumulated Deprecation 
I Ref: SchJMM4 I 

$ 

[CI [Dl 

ADJ#:! _ADJ#3 
Adjustment to Customer 

I +, Accumulated Amortization of CRC 
Ref Sch JMMB 

$ - $  

[El 

RUCO 
ADJUSTED 

$ 

105,000 
56.350 
2.879 

260,553 

60,375 

3,450 

903,992 

4,672 

1,397,271 
28 455,092 

1,397,271 
455,064 

$ 942,207 $ (28) $ - $  - 16 942.179 

$ 197.973 

11 1,262 
86.711 . 

$ - $ 197.973 
- $  86.715 

11 1,258 

5,065 5,065 

4 $ (5,065) $ 825,856 $ 830.945 $ (28) $ 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31.2012 

Schedule JMM-4 

RATE BASE ADJUSTMENT NO. 1 -ADJUSTMENT TO ACCUMULATED DEPRECIATION 

[A] [B] [C] 
LINE ACCT COMPANY RUCO RUCO 
NO. NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Accumulated Depreciation $ 455,064 $ 28 $ 455,092 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

LINE 
NO. 

Schedule JMM-5 

ACCT COMPANY RUCO RUCO 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

RATE BASE ADJUSTMENT NO. 2 -ADJUSTMENT TO ACCUMULATED AMORTIZATION OF ClAC 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



. 

LINE 
NO. 

Utility Source, L.L.C. -Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

ACCT COMPANY RUCO RUCO 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

RATE BASE ADJUSTMENT NO. 3 -CUSTOMER METER DEPOSITS 

Schedule JMM-6 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, L.L.C. -Wastewater Division 
Docket No. WS44235A-13-0331 
Test Year Ended: December 31,2012 

OPERATING INCOME STATEMENT -ADJUSTED TEST YEAR AND RUCO RECOMMENDED 

Schedule JMM-7 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

DESCRIPTION 

REVENUES: 
Flat Rate Revenues 
Measured Water Revenues 
Other Operating Revenues 
Intentionally Left Blank 
Total Operating Revenues 

OPERATING EXPENSES: 
Salaries and Wages 
Purchased Water 
Purchased Power 
Sludge Removal 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Contractual Services - Accounting 
Contractual Services - Professional 
Contractual Services - Maintenance 
Contractual Services -Other 
Wastewater Testing 
Rents 
Transportation E@enses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 
Interest on Customer Deposits 

Total Operating Expenses 
Operating Income (Loss) 

References: 
Column (A): Company Schedule C-1 
Column (6): Schedule JMM-8 
Column (C): Column (A) +Column (B) 
Column (D): Schedule JMM-14 
Column (E): Column (C) + Column (D) 

[AI PI [CI [Dl [El 
C 0 M P A N Y 
ADJUSTED RUCO TEST YEAR RUCO 
TEST YEAR TEST YEAR AS PROPOSED RUCO 

RUCO 

AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDED 

$ $ $ $ $ 
116,023 116,023 160,060 276,082 

5,261 (1.820) 3,441 3,441 

$ 121,284 $ (1.820) $ 119,464 $ 160,060 $ 279,524 

26,213 
12,659 
5,400 
7.187 
2,446 

20,135 
1,920 

46,650 
5,669 

3,250 
2,186 

10,000 
13,152 

45,744 

4,476 
(13,545) 

8,858 

(10,000) 
(4,116) 

(480) 
13,545 

0 

26,213 
12,659 
5,400 
7,187 
2,446 

20,135 
1,920 

46,650 
14,527 

3,250 
2.186 

9,036 

45,744 

3,995 
0 
0 

1,784 

26,213 
12,659 
5,400 
7,187 
2,446 

20,135 
1,920 

46,650 
14,527 

3,250 
2,186 

9,036 

45,744 

5,780 
0 
0 

$ 193,541 $ 7,807 $ 201,348 $ 1.784 $ 203,132 
$ (72,257) $ (9,627) $ (81,884) $ 158,276 $ 76,392 



m 

I 

w 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-9 

OPERATING INCOME ADJUSTMENT NO. 1 -OTHER OPERATING REVENUE 

[AI PI IC1 I LINE I I COMPANY I RUCO I RUCO I I NO. I DESCRIPTION I PROPOSED I ADJUSTMENTS I RECOMMENDED I 
1 Other Operating Revenues $ 5,261 $ (1,820) $ 3,441 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 
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Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-10 

OPERATING INCOME ADJUSTMENT NO. 2 - WASTEWATER TESTING EXPENSE 

[AI [BI [CI 
I LINE I I COMPANY I RUCO I RUCO I NO. I DESCRIPTION I PROPOSED I ADJUSTMENTS I RECOMMENDED 

1 Wastewater Testing Expense $ 5,669 $ 8,858 $ 14,527 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, . -.C. -Wastewater Division Schedule JMM-11 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

OPERATING INCOME ADJUSTMENT NO. 3 - RATE CASE EXPENSE 

[AI [BI [CI 
I LINE I I COMPANY I RUCO I RUCO I I NO. I DESCRIPTION I PROPOSED I ADJUSTMENTS I RECOMMENDED 1 

1 Rate Case Expense $ 10,000 $ (10,000) $ 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, L. .C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31.2012 

LINE 
NO. 

Schedule JMM-I2 

COMPANY RUCO RUCO 
DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

OPERATING INCOME ADJUSTMENT NO. 4 - MISCELLANEOUS EXPENSE 

Automobile Expense 
Telephone Expense 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 

$ 1,750 
$ 2,366 
$ 4,116 
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Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-13 

OPERATING INCOME ADJUSTMENT NO. 5 - NOT USED 

[CI 
LINE COMPANY RUCO 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 $ - $  - $  

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, L.L.C. -Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

OPERATING INCOME ADJUSTMENT NO, 6 - PROPERTY TAX EXPENSE 

LINE 
NO. 

Schedule JMM-14 

RUCO RUCO 
Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 

2a 

RUCO Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
RUCO Recommended Revenue, Per Schedule JMM-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate (Per Company Schedule) 

RUCO Test Year Adjusted Property Tax (Line 14 Line 15) 
Company Proposed Property Tax 

RUCO Test Year Adjustment (Line 16-Line 17) 

Property Tax - RUCO Recommended Revenue (Line 14 Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

Properly Tax Conversion Factor = 1 / (1 - .01114829) 

$ 119,464 $ 119,464 
2 2 

238,928 $ 238,928 
119,464 $ 279,524 
358,391 518,451 

3 3 
119,464 $ 172,817 

2 2 
238,928 $ 345,634 

- $  
238,928 $ 345,634 
18 .I 25% 18.125% 
43,306 $ 62,646 

9.2262% 9.2262% 

$ 3,995 
4,476 

$ (480) 

$ 5,780 

$ 1,784 

$ 1,784 
160,060 

$ 3,995 

1 .I 14829% 

1.01 1274 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, L.L.C. - Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-15 

OPERATING INCOME ADJUSTMENT NO. 7 - INCOME TAX EXPENSE 

[AI 181 [CI r LINE I I COMPANY I RUCO I RUCO 1 I NO. I DESCRIPTION I PROPOSED I ADJUSTMENTS I RECOMMENDED I 
1 Income Taxes $ (13,545) $ 13,545 $ 0 

REFERENCES: 
Column [A]: Company Filing 
Column [B]: Testimony JMM 
Column [C]: Column [A] + Column [B] 



Utility Source, LLC -Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended December 31.2012 Rate Design 

Schedule JMM-16 
Page 1 of 1 

Monthly Usage Charge Present 

Meter Size (All Classes1 
5/8x3/4 Inch 
314 Inch 
1 inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

$ 

NIA 
NIA 
NIA 

Commodity Charge - Per 1,000 Gallons of Water Usage 

Residential 
Commercial and Industrial 
Car washes, laudromats, Commercial, Manufacturing 
Hotels, Motels 
Restaurants 
industrial Laundries 
Waste Haulers 
Restaurant Grease 
Treatment Plant Sludge 
Mud Sump Waste 

$ 5.8400 

5.7100 
7.6600 
9.4600 
8.3900 

171.2000 
149.8000 
171.2000 
535.0000 

Company 
Proposed Rates 

$ 53.00 
53.00 

132.50 
265.00 
424.00 
848.00 

1,325.00 
2,650.00 

NIA 
N/A 
NIA 

$ 5.3244 

5.1961 
6.9706 
8.6086 
7.6349 

155.7920 
136.3180 
155,7920 
486.8500 

RUCO 
Recommended Rates 

$ 13.8992 

13.5898 
18.2308 
22.5148 
19.9682 

407.4560 
356.5240 
407.4560 

1.273.3000 



Utility Source, LLC -Wastewater Division 
Docket No. WS-04235A-13-0331 
Test Year Ended: December 31,2012 

Schedule JMM-11 

Typical Bill Analysis 
General Service 3/4-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,123 $ 24.08 $ 74.91 $ 50.83 21 1.1 3% 

Median Usage 3,500 20.44 71.60 $ 51.16 250.30% 

RUCO Recommended 

Average Usage 4,123 $ 24.08 $ 57.30 $ 33.23 138.00% 

Median Usage 3.500 20.44 48.65 $ 28.21 138.00% 

Present 8 Proposed Rates (Without Taxes) 
General Service 3/4-lnch Meter 

Company RUCO 
Gallons Present Proposed % Recommended % 
Consumption Rates Rates Increase Rates Increase 

$ $ 53.00 #DIV/O! $ #DIV/O! 
1.000 $ 5.84 $ 58.31 
2,000 $ 11.68 $ 63.63 
3.000 $ 17.52 $ 68.94 
4,000 $ 23.36 $ 74.26 

6,000 $ 35.04 $ 84.89 
7,000 $ 40.88 $ 90.20 
8,000 $ 46.72 $ 95.52 
9,000 $ 52.56 $ 100.83 

10,000 $ 58.40 $ 106.14 
11,000 $ 64.24 $ 111.46 
12,000 $ 70.08 $ 116.77 
13,000 $ 75.92 $ 122.09 
14.000 $ 81.76 $ 127.40 
15.000 $ 87.60 $ 132.72 
16,000 $ 93.44 $ 138.03 
17,000 $ 99.28 $ 143.34 
18,000 $ 105.12 $ 148.66 
19,000 $ 110.96 $ 153.97 
20,000 $ 116.80 $ 159.29 
25,000 $ 146.00 $ 185.86 
30,000 $ 175.20 $ 212.43 
35,000 $ 204.40 $ 239.00 
40,000 $ 233.60 $ 265.58 
45,000 $ 262.80 $ 292.15 
50,000 $ 292.00 $ 318.72 
75,000 $ 438.00 $ 451.58 

5,000 $ 29.20 $ 79.57 

100.000 $ 584.00 $ 584.44 

898.53% $ 
444.77% $ 
293.51% $ 
217.88% $ 
172.51% $ 
142.26% $ 
120.65% $ 
104.44% $ 
91.84% $ 
81.75% $ 
73.50% $ 
66.63% $ 
60.81% $ 
55.82% $ 
51.50% $ 
47.72% $ 
44.38% $ 
41.42% $ 
38.76% $ 
36.38% $ 
27.30% $ 
21.25% $ 
16.93% $ 
13.69% $ 
11.17% $ 
9.15% $ 
3.10% $ 
0.08% $ 

13.90 
27.80 
41.70 
55.60 
69.50 
83.40 
97.29 

111.19 
125.09 
138.99 
152.89 
166.79 
180.69 
194.59 
208.49 
222.39 
236.29 
250.19 
264.08 
277.98 
347.48 
416.98 
486.47 
555.97 
625.46 
694.96 

1,042.44 
1.389.92 

138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138 .OO% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138.00% 
138 .OO% 
138.00% 
138.00% 
138.00% 
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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of Utility Source, 
LLC’s (“Company’) application for a permanent rate increase, filed with the Arizona 
Corporation Commission (“ACC” or “Commission”) on September 17, 201 3, RUCO 
recommends the following : 

Cost of Capital / Cost of Equity - The weighted average cost of capital that RUCO 
recommends is the same as RUCO’s recommended cost of common equity because the 
Company has no debt. RUCO recommends a cost of capital of 9.25 percent based on the 
preparation of three separate cost of capital methodologies and calculating an average. 
RUCO’s cost of capital analysis is 175 basis points below the cost of capital as proposed 
by Utility Source in its application for a permanent rate increase. RUCO also does not 
agree with the 90 basis point risk premium adjustment that has been proposed by the 
Com pan y. 

RUCO was requested to intervene in this case and as a result the procedural schedule 
was modified to allow RUCO’s intervention. While RUCO did submit data requests to the 
Company all have not been responded to. Once RUCO does receive complete responses, 
any additional adjustments to rate base, operating expenses as well as cost of capital will 
be addressed in our surrebuttal testimony. 

ii 
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NTRODUCTION 

a. 
4. 

a. 

i. 

Please state your name, position, employer and address. 

My name is Robert Mease and I’m Chief of Accounting and Rates for the Residential 

Utility Consumer Office. (“RUCO”) My business address is 11 10 W. Washington Street, 

Suite 220, Phoenix, AZ. 

Please state your educational background and qualifications in the utility 

regulation field. 

Attachment 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have participated. In 

summary, I joined RUCO in October of 201 1. I graduated from Morris Harvey College in 

Charleston, WV and attended Kanawha Valley School of Graduate Studies. I am a 

Certified Public Accountant and currently licensed in the state of West Virginia. I also 

have the professional designation, Certified Rate of Return Analyst (“CRRA”) issued by 

the Society of Utility Regulatory Financial Analysts. The CRRA designation is awarded 

based on experience and the successful completion of a written examination. My years 

of work experience include serving as Vice President and Controller of Energy West, 

Inc. a public utility and Energy Company located in Great Falls, Montana. While with 

Energy West I had responsibility for all utility filings and participated in several rate case 

filings on behalf of the utility. As Energy West was a publicly traded company listed on 

the NASDAQ Exchange I also had responsibility for all filings with the Securities and 

Exchange Commission. 

1 
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Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations for the 

establishment of a fair value rate of return. The Company has chosen to use its 

original cost rate base as its fair value rate base for the purpose of establishing a 

fair value rate of return on its invested capital. 

Will RUCO also provide direct testimony on the rate base, operating income 

and rate design issues in this proceeding? 

Yes. RUCO witness Jeffrey M. Michlik will address the rate base and operating 

income issues associated with the case. Mr. Michlik will also file testimony on 

RUCO’s rate design. 

iUMMARY OF TESTIMONY AND RECOMMENDATIONS 

2. 

4. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into several different sections. First, the 

introduction I have just presented and second, a summary of my testimony and 

recommendations that I am proposing. In the third section I will provide a brief 

overview of the current economic climate within which the Company operates and in 

the fourth section, I will present the findings of my cost of equity capital analysis. I 

have prepared both a discounted cash flow (“DCF”) model and the capital asset 

pricing model (“CAPM”). These are the two methods that RUCO and ACC Staff 

have consistently used for calculating the cost of equity capital in rate case 

proceedings in the past, and are the methodologies that the ACC has given the 

most weight to in setting allowed rates of return for utilities that operate in the 

2 
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Arizona jurisdiction. In addition, I prepared a Comparable Earnings analysis and 

included in my final determination of my final cost of capital. 

2. 

I. 

2. 

4. 

Please summarize the recommendations and adjustments that you will 

address in your testimony. 

Based on the results of my analysis, I am making the following recommendations: 

Weighted Average Cost of Capital - I am recommending that the Commission 

adopt a 9.25 percent cost of capital. The 9.25 percent that I am recommending is 

the average of the DCF model and the CAPM model that I have prepared. In 

addition, I also included a Comparable Earnings analysis in my determination of 

cost of capital. RUCO’s proposed cost of capital compares to the 11 percent rate of 

return that the Company has proposed. 

In looking at the average of the three components that you used in you 

calculations it appears that the recommended weighted average cost of 

capital is approximately 40 basis points higher than the average calculated. 

Can you explain the difference? 

Yes. When reviewing the input data, particularly the comparable earnings review, I 

saw that the proxy company’s returns were significantly higher than the DCF and 

the CAPM reviews. The highest returns for the proxy company’s ranged from 10 

percent to a low of 9 percent. Based on the returns of my selected proxy 

company’s it was decided that at a minimum the recommended weighted average 

cost of capital should approximate the returns of the company’s used in my 

3 
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analysis. Consequently, the minor increase in my final proposed weighted average 

cost of capital. 

Q. 

4. 

Isn’t your recommended weighted average cost of capital the same as what 

RUCO is proposing as its cost of common equity? 

Yes. The Company has no long term or short-term debt, nor does the Company 

have any preferred stock. In other words, the Company’s capital structure is the 

same as common equity in this case. 

GENERAL ECONOMIC CONDITIONS 

Q. 

A. 

Q. 

A. 

Can you please explain the importance between the general economic and 

financial conditions as compared to the determination of the cost of capital 

for a public utility? 

Yes. The cost of capital, in this case the cost of equity, is determined in part by the 

current and future economic and financial conditions. The level of economic activity; 

the stage of the business cycle; the trend in interest rates, and the level of inflation 

all play an important factor in determining the cost of capital. While there are other 

factors involved these are the most important and at any point in time each can 

have an influence on the cost of capital. 

Can you describe the recent trends in economic conditions and their impact 

on capital costs over the past thirty years? 

Yes. Since the early 1980’s through the end of 2007 the United States economy 

had been relatively stable. This period had been characterized by longer economic 

4 
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expansions, small contractions, low and/or declining inflation, and declining interest 

rates and other capital costs. This decline was described as the worst financial 

crisis since the Great Depression and has been referred to as the “Great 

Recession.” Since 2008, the U.S. and other governments have implemented 

unprecedented actions to attempt to correct or minimize the scope and effects of 

this worldwide recession. 

The recession bottomed out in mid-2009 and the economy began to slowly expand 

again, initially at a slow rate but has escalated at a much quicker rate in recent 

months. This is evidenced by the unemployment rate declining from 7.0 percent at 

the end of 2013 to 6.2 percent at the end of July, 2014. 

Q. 

4. 

Can you please describe the economic and financial conditions, both past 

and today and their impact on the cost of capital? 

Schedule 3 pages I and 2 identifies relevant economic data such as Gross 

Domestic Product (“GDP”), Industrial Production Growth, Unemployment, 

Consumer Price Index (“CPI”) and Producer Price Index. These schedules also 

show that 2007 was the sixth year of economic expansion and the economy entered 

into a significant decline as indicated in the GDP negative expansion for year 2008 

and the increase in unemployment rates. Since 2010, when the economy began to 

rebound, economic growth has been lower than the initial period of prior 

expansions. 
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Since 2008, the CPI has been 3 percent or lower, with 2012 being only 1.7 percent. 

It is readily apparent that the rate of inflation has generally been declining over the 

past several business cycles. Current levels of inflation are at the lowest levels over 

the past 35 years and are indicative of lower capital costs. 

2. 

4. 

Q. 

A. 

What have been the trends in interest rates over the four prior business 

cycles and at the current time? 

Schedule 3 pages 3 and 4 shows that interest rates rose sharply to record levels in 

1975-1981 when the inflation rate was high and generally rising. Interest rates 

declined substantially as did inflation rates during the remainder of the 1980s and 

throughout the 1990s. Interest rates declined even further from 2000-2005 and for 

the years 2009 through 2013, interest rates have been the lowest since prior to 

1975. 

Since 2008, the Federal Reserve has lowered the Federal Funds rate and as seen 

on page 4 of Schedule 3, in 2012 both U.S. and corporate bond yields declined to 

their lowest levels in more than 35 years. Interest rates have risen from those lows 

since the beginning of 2013. Even with the recent increases, both government and 

corporate lending rates remain at historically low levels, again reflective of lower 

capital costs. 

What does this schedule show for trends of common share prices? 

Schedule 2 pages 5 and 6 show that stock prices were essentially stagnant during 

the high inflationlhigh interest rate environment of the late 1970s and early 1980s. 

6 
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Beginning in 1983 a significant upward trend in stock prices began. However, the 

beginning of the recent financial crisis saw stock prices decline significantly and 

stock prices in 2008 and early 2009 were down significantly from peak 2007 levels, 

reflecting the financialleconomic crisis. Beginning in the second quarter of 2009, 

prices have recovered substantially and have ultimately reached and exceeded the 

levels achieved prior to the beginning of the "crash" and the DOW Jones ibdustrial 

average has reached all-time highs. 

Q. 

4. 

What conclusions do you draw from your discussion of economic and 

financial conditions? 

I believe that the most recent downtown in the economy has resulted in a decline in 

the investor expectation of returns. This is evident in several ways: I) lower 

interest rates on bank deposits; 2) lower interest rates on U.S. Treasury and 

corporate bonds; and, 3) lower increases in Social Security cost of living benefits. 

Finally, as noted above, utility bond interest rates are currently at levels below those 

prevailing prior to the financial crisis of late 2008 to early 2009 and are near the 

lowest levels in the past 35 years. 

PROXY GROUP SELECTED 

Q. 

A. 

How have you estimated the cost of equity for Utility Sources, LLC? 

The Company is not a publicly-traded company. However, in cost of capital 

analyses, it is customary to analyze groups of comparison, or "proxy," companies 

as a substitute for Utility Source to determine its cost of equity. I have selected 

seven companies for comparison to Utility Source. This proxy group is selected 
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from the group of nine water utilities included in Value Line Investment Survey. This 

basically is the same proxy group used by Utility Sources Cost of Capital expert 

witness Mr. Thomas Bourassa, with the exception of one additional company that I 

have included in my analysis. 

ZOST OF EQUIN CAPITAL ANALYSIS 

1. 

4. 

1. 

4. 

How did you calculated the cost of equity in performing your analysis? 

I utilized two separate models in my calculations. First, I prepared the DCF model 

and computed the cost of equity capital and then calculated the cost of equity using 

the CAPM. 

DCF ANALYSIS 

What is the theory and methodological basis of the DCF model? 

Basically the DCF model is based on the "dividend discount model" of financial 

theory, which maintains that the value (price) of any security or commodity is the 

discounted present value of all future cash flows. The most common variant of the 

DCF model assumes that dividends are expected to grow at a constant rate and the 

following formula would will generate the cost of capital. 

D 
K = - + g  

P 
where: P = current price 

D = current dividend rate 

K = discount rate (cost of capital) 

g = constant rate of expected growth 

8 
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This formula essentially recognizes that the return expected, or required, by 

investors is comprised of two factors: the dividend yield (current income) and 

expected growth in dividends (future income). 

3. 

4. 

Q. 

4. 

Please explain how you calculated the cost of equity capital using the DCF 

model. 

I use the constant growth DCF model. In doing so, I combine the current dividend 

yield for each group of proxy utility stocks described in the previous section with 

several indicators of expected dividend growth. 

How did you calculate the dividend yield component of the DCF equation? 

While there are several methods that can be used to calculate dividend yield I 

believe the most appropriate dividend yield component is a quarterly compounding 

variant expressed as follows: 

Do(1 + 0.5g) 
Po 

Yield = 

This dividend yield component recognizes the timing of dividend payments and 

dividend increases. 

The Po in my yield calculation is the average of the high and low sto k ri fo 

each proxy company for the most recent three month period (September-November 

201 3). The Do is the current annualized dividend rate for each proxy company. 
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Q. 

4. 

How do  you estimate the dividend growth component of the DCF equation? 

The DCF model’s dividend growth rate component is usually the most crucial and 

controversial element involved in using this methodology. A critical assumption in 

this analysis is that investors do not always have the same investment objective. A 

wide array of indicators exists for estimating investors’ growth expectations. As a 

result, it is evident that investors do not always use one single indicator of growth. It 

therefore, is necessary to consider alternative dividend growth indicators in deriving 

the growth component of the DCF model. I have considered four indicators of 

growth in my DCF analyses. These are: 

1. 

2. 

3. 

4. 

Years 2009-201 3 (5-year average) earnings retention, or fundamental 

growth; 

Five-year average of historic growth in earnings per share (EPS), 

dividends per share (DPS), and book value per share (BVPS); 

Years 201 4, 201 5 and 201 7-201 9 projections of earnings retention 

growth (per Value Line); 

Years 201 1-201 3 to 201 7-201 9 projections of EPS, DPS, and BVPS 

(per Value Line). 

This combination of growth indicaas is a representa ive and appropriate set with 

which to begin the process of estimating investor expectations of dividend growth 

for the groups of proxy companies. In addition, these growth indicators reflect the 

types of information that investors would normally consider in making their 

invest men t decisions. 
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2. 

9. 

9. 

4. 

What do you conclude from your DCF analyses? 

The DCF rates resulting from the analysis of the proxy group falls into a wide range 

between 7.4 percent and 8.7 percent. The highest DCF rates are 8.7 percent. I 

calculated the average cost of equity of 8.3 percent for Utility Sources and have 

included in my overall analysis. 

CAPM ANALYSIS 

Can you please describe the CAPM and the benefits of preparing this 

an a I ys i s ? 

The CAPM describes the relationship between a security’s investment risk and its 

market rate of return. This relationship identifies the rate of return which investors 

expect a security to earn so that its market return is comparable with the market 

returns earned by other securities that have similar risk. The relationship is 

specified by the Security Market Line (SLM) that indicates the relationship between 

each security or portfolio’s “beta” and its resulting return. Beta is an indicator of 

investment risk. It is a measure of the expected amount of change in a security’s 

variability of return relative to the return variability of the overall capital market. The 

general form of the CAPM is: 

K =Rf+p(Rm-Rr ; )  

Where: Rf = risk free rate 

Rm = return on market 

p = beta 

Rm - Rf = marketriskpremium 

11 
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2. 

4. 

2. 

4. 

a. 
4. 

Can you please identify the strengths of using the CAPM model in your 

an a I ys is? 

The CAPM is cited as having the following strengths (1) it is based on the concept 

of risk and return; (2) it is company specific as it relates to the specific beta’s within 

the industry; (3) it has widespread use as it recognizes that investors can and do 

diversify; (4) it’s highly structured and easy to apply when using the assumptions of 

the model; (5) the model is formulistic and the data used in the computations is 

readily available; (6) it is a forward looking concept; and (7) it is a method for 

converting changes in interest rates to the cost of equity. 

What do you use for the risk-free rate? 

In CAPM applications, the risk-free rate is generally recognized by use of U.S. 

Treasury securities. Two general types of U.S. Treasury securities are most often 

used as the risk free (Rg component, short-term U.S. Treasury bills and long-term 

I performed CAPM calculations using the three-month average yield (September- 

November 2013) for 20-year U.S. Treasury bonds. I use the yields on long-term 

Treasury bonds since this matches the long-term perspective of the cost of equity 

analyses. Over this three-month period, these bonds had an average yield of 3.47 

percent. 

What betas do you employ in your CAPM? 

Once again, beta is a measure of the relative volatility, or risk, of a particular stock 

in relation to the overall market. Betas less than 1 are considered less risky than 

the market, whereas betas greater than 1 are more risky. Utility stocks traditionally 
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have had betas below 1. The most recent Value Line betas have been used in my 

analysis for each company in my proxy group. 

3. 

4. 

How do you estimate the market risk premium component? 

The market risk premium component (Rm-Rr) represents the investor-expected 

premium of common stocks over the risk-free rate, or government bonds. For the 

purpose of estimating the market risk premium, I considered alternative measures 

of returns of the S&P 500 (a broad-based group of large US. companies) and 20- 

year U.S. Treasury bonds. 

First, I compared the actual annual returns on equity of the S&P 500 with the actual 

annual yields of U.S. Treasury bonds. Schedule 6 shows the return on equity for 

the S&P 500 group for the period 1978-2012 (all available years reported by S&P). 

This schedule also indicates the annual yields on 20-year U.S. Treasury bonds and 

the annual differentials (Le. risk premiums) between the S&P 500 and U.S. Treasury 

20-year bonds. Based upon these returns, I conclude that the risk premium from 

this analysis is 6.6 percent. 

I next considered the total returns (Le. dividenddinterest plus capital gains/losses) 

for the S&P 500 group as well as for long-term government bonds, as tabulated by 

Morningstar (formerly I bbotson Associates), using both arithmetic and geometric 

means. I considered the total returns for the entire 1926-201 2 period, which are as 

follows: 

13 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of Robert 6.  Mease 
Utility Source, LLC 
Docket No. WS-04235A-13-0331 

S&P 500 L-T Gov’t Bonds Risk Premium 

Arithmetic 11.8% 6.1 % 5.7% 

Geometric 9.8% 5.7% 4.1 Yo 

I conclude from this analysis that the expected risk premium is about 5.47 percent 

(i.e. average of all three risk premiums: 6.6 percent from Schedule 6; 5.7 percent 

arithmetic and 4.1 percent geometric from Morningstar). I believe that a 

combination of arithmetic and geometric means is appropriate since investors have 

access to both types of means and presumably, both types are reflected in 

investment decisions and thus, stock prices and the cost of capital. 

Q. 

4. 

Q. 

4. 

What is your conclusion concerning the CAPM COE? 

My calculations using the CAPM results in a 7.2 percent to 7.3 percent for the group 

of proxy utilities. I conclude that an appropriate cost of equity estimation for Utility 

Source is 7.25 percent using the CAPM analysis. 

COMPARABLE EARNINGS ANALYSIS (“CE”1 

Please describe the basis of the CE methodology. 

The CE method is designed to measure the returns expected to be earned on the 

original cost book value of similar risk enterprises, in this case the proxy company’s. 

Thus, it provides a direct measure of the fair return, since it translates into practice 

the competitive principle upon which regulation rests. While Utility Source is not a 
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public company as is the proxy group, it still provides additional support that the 

company will be earning a fair rate of return. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What time periods do you examine in your CE analysis? 

My CE analysis considers the experienced equity returns of the proxy group of 

utilities for the period 1992-201 3 (Le. the last twenty-two years). Longer periods of 

time are required in order to determine trends in earnings over at least a full 

business cycle. 

What was the result of your calculation? 

When completing the CE review and calculating various averages of the proxy 

group earnings since 1992, the CE average used in this case will be 9.8 percent. 

Mr. Mease, does this conclude your testimony on cost of capital and rate of 

return for Utility Source, LLC? 

Yes it does. However, as stated in my Executive Summary, additional adjustments 

are possible based on Utility Source completing their responses to RUCO's data 

requests. 
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ATTACHMENT 1 
ROBERT B. MEASE, CPA 

Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration / Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC, and Alaska Expedition Company. 

Financial Manager I CFO 
All Saints Camp & Conference Center 

Energy West,  Inc. 
Vice President, Controller 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
0 Coached accountants for proper communication techniques with Public Service 

Commission, supervised 9 professional accountants 
0 Developed financial models used to negotiate an $18 million credit line 
0 Responsible for monthly, quarterly and annual financial statements for internal 

and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

0 

0 

Junkermier, Clark, Campanella, Stevens 
Cons u It i ng Staff 

0 

Performed Profit Enhancement engagements 

Established a consulting practice that generated approximately $1 60k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President / Controller, 
with American Agri-Technology Corporation as Vice President 1 CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Member - Institute of Management Accountants 
Member - American Institute of CPA's 
Member - Society of Utility and Regulatory Financial Analysts 
Past Member -WV Society of CPA's and Montana Society of CPA's 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utility Company 

Arizona Water Company 
(Eastern Group) 

Docket No. 

W-01445A-11-0310 

Pima Utility Company W-02199A-11-0329 et at. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company 
(Northern Group) 

W-01445A-12-0348 

UNS Electric E-04204A-12-0504 

Global Water W-01212A-12-0309 et at. 

LPSCO SW-01428A-13-0042 et al. 

Johnson Utilities WS-02987A-13-0477 

APS E-01345A-11-0224 
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ISAFETY ,9 :R;~;z sn 

TECHNICAL 2 Lowered7111114 
BETA .70 (l.W=Marke() 3-lw-2 splil 6/02 

2017- PR J CTI NS ~1m&?~~91'3 
Ann'l Total %&area inda 

, , , . divided Relative b &..e InterdRale s---- 

Price Gain Retum 

5.51 
1.02 
.S4 
.42 

1.56 

6.45 6.08 6.53 6.89 6.99 
1.13 1.10 1.26 1.27 1.04 
.60 .64 .67 .67 .39 
.43 .43 .43 .44 .44 

2.15 1.51 1.59 1.34 1.88 

6.81 
1.11 
.53 
.44 

2.51 

1 .81 I .97 I 1.03 I .86 1 1.00 1 1.82 
5.0% 4.2% 4.2% 3.9% 3.6% 3.5% 

(40% of Cap'l) 

CAPITAL STRUCTURE as of 3/31/14 
Total Debt $356.3 mill. Due in 5 Y n  $7.6 mill. 
LT Debt $326.0 mill. LT Interest $21.0 mill. 
(LT interest earned: 5.7 x: total interest 
coverage: 5.4 x) 
Leases, Uncapitalized: Annual rentals $2.2 mill. 
Pension Assets-12H3 $127.5 mill. 

Pfd Stock None. 

Common Stock 38,778,608 shs 
as of 5/5/14 

MARKET CAP: $1.3 billion fMid Cad 

Oblig. $152.7 mill. 

7.03 7.88 8.75 9.21 9.74 10.71 11.12 12.12 12.19 72.50 13.35 Revenues persh 15.05 
1.32 1.45 1.65 1.69 1.70 2.11 2.13 2.48 2.65 2.75 2.80"CashFlow"persh 3.35 

.45 .46 48 .50 .51 .52 5 5  .64 .76 .84 .92 Div'd Decl'd per sh 6. f . fO 
2.12 1.95 1.45 2.23 2.09 2.12 2.13 1.77 2.52 2.30 2.25 Cao'lSoendinaoersh 2.50 

.66 .67 .81 .78 .81 1.11 1.12 1.41 1.61 f.60 f.65 Earningspersh A f.95 

CURRENT POSITION 2012 2013 3/31/14 
($MILL.) 

Cash Assets 
Other 160.5 153.4 138.3 
Current Assets 184;u 191.6 213.2 
Accts Payable 
Debt Due 
Other 49.8 44.8 46.2 
Current Liab. - 93.7 - 100.9 - 119.1 

5.74 
26.87 

15.5 

Fix. Chg. Cov. 488% 531% 533% 
ANNUAL RATES Past Past Est'd '11-'13 

"Cash Flow" 7.5% 8.5% 5.5% 
Revenues 5.5% 6.5% 4.0% 

Earnings 9.0% 13.0% 6.0% 

Book Value 5.5% 6.5% 4.5% 
Dividends 4.0% 6.5% 9.0% 

5.91 6.37 6.61 7.02 6.98 
26.87 30.24 30.24 30.36 30.42 

17.1 15.9 16.7 18.3 31.9 

7.51 
33.50 
23.2 

endar I Mar.31 Jun. 30 Sep. 30 Dec. 31 
2011 I . I9  3 4  .42 .I7 

7.86 8.32 8.77 8.97 9.70 10.13 10.84 11.80 12.72 1290 f3.35 BobkValuepGsh 15.35 
33.60 34.10 34.46 34.60 37.06 37.26 37.70 38.53 38.72 38.00 37.50 CommonShsOutsPg C 37.50 
21.9 27.7 24.0 22.6 21.2 15.7 15.4 14.3 17.2 Bo/dfig&resare AvgAnn'lPIERatio 20.0 

Full 
Year 
419. 
466. 
472. 
475 
500 
Full 
Year 

- 

- 

- 

2013 

3.6% I 3.1% 1 2.5% 1 2.5% I 2.9% 1 2.9% I 3.0% 1 3.2% I 3.1% 1 2.7% I 1 Avg Ann'l Div'd Yield 

I I I I I I I I I I I i I 1 80 

! 60 

2.8% 

50 
40 
30 
25 
20 
15 

10 
1.5 

Gal- 
endar 
2011 
2012 
2013 
2014 
2015 
C ~ I .  

QUARTERLY REVENUES (f mill.] 
M a r 3  Jun. 30 Sep. 30 Dee. 31 
94.3 109.8 119.9 95.3 

107.6 114.3 133.5 111.5 
110.6 120.7 130.9 109.9 
101.9 125 133.1 115 

f20 130 135 115 
EARNINGS PER SHARE A 

ue to rounding. 
ividends historically paid in early March, 
September, and December. = Div'd rein- 
lent olan available. 

1.23 1 1.17 1 1.50 1 1.27 I 1.36 I 1.41 I 1.00 1 .97 I .91 I .97 I value(Line IRelativePIERatio I f.25 

(C) In millions, adjusted for splits. Company's Financial Strength A 
Stock's Price Stability 90 
Price Growth Persistence 75 
Earninos Predictabilitv 

7 -  - ~ - - ~  
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TIMELINESS 3 Lowered 5/26/13 

Cab 
endar 
2011 
2012 
2013 
2014 
2015 
Car- 

endar 
2011 
2012 
2013 
2014 
2015 
Gal- 

endar 
2010 
2011 
2012 
2013 

SAFETY 2 Raised4120112 

TECHNICAL 2 Raised 7/11/14 

QUARTERLY REVENUES (I mill.) ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
163.6 178.3 197.3 172.7 712.0 
164.0 191.7 214.6 187.5 757.8 
180.0 195.7 204.3 188.6 768.6 
182.7 205 210 202.3 BOO 
195 210 220 210 835 

EARNINGS PER SHARE A ~ " 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.18 .22 .24 .19 .83 

.I5 .24 .29 .19 .87 

.26 .30 .36 .24 1.16 

.24 .30 .40 .26 1.20 
2 7  .32 .40 .31 1.30 

QUARTERLY DIVIDENDS PAlDB. ~ " 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
,116 ,116 ,116 ,124 .47 
,124 ,124 ,124 ,132 .50 
.I32 ,132 ,132 .i4 .54 
.14 .I4 ,152 ,152 .58 

BETA .70 [l.W=Markre() 

2017-19 PROJECTIONS 
Ann'l Tota 

Price Gain Return 
High 45 +80% 78% 
Low 30 [+ZO%] 8% 
Insider Decisions 

A S O N D J F M A  
IoBuy 0 0 0 0 0 0 0 0 0  
Options 2 1 1 0 2 0 3 2 0  
IoSell 0 1 1 3 1 1 1 4 1 
Institutional Decisions 

301013 101013 10014 
IoBuy 153 140 130 
tosen 1% 149 145 

Percant 15 
shares 10 
traded 5 

CAPITAL STRUCTURE as of 3/31/14 
Total Debt $1623.7 mill. Due in 5 Yrs $324.6 mill. 
LT Debt $1498.0 mill. 
(Total interest coverage: 3.9~) (49% of Cap'l) 

Pension Assets-12/13 $232.4 mill. 
Oblig. $281.2 mill. 

Pfd Stock None 
Common Stock 177,060,756 shares 
as of 4/23/14 

MARKET CAP: $4.4 biiiion (Mid Cap) 

LT Interest $70.0 mill. 

CURRENT POSITION 
($MILL.) 

Cash Assets 
Receivables 
Inventory (AvgCst) 
Other 
Current Assets 
Accts Payable 
Debt Due 
Other 
Current Liab. 
Fix. Chg. Cov. 
ANNUAL RATES 
of change (per sh) 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

2012 2013 3/31/14 

5.5 5.1 17.5 
92.9 95.4 89.9 
11.8 11.4 11.8 

150.7 59.8 94.4 
260.9 171.7 213.6 
55.5 65.8 31.5 

125.4 123.0 125.7 
93.3 78.1 94.0 

274.2 266.9 251.2 
413% 388% 389% 

Past Past Est'd '11-'13 
1OYrs. 5Yn. to'17-'19 

6.5% 4.0% 4.5% 

8.5% 11.0% 8.5% 

--- 

--- 

8.0% 8.0% 10.0% 

7.5% 7.0% 9.0% 
8.0% 6.0% 5.5% 

,871 ,971 1.011 1.101 1.141 1.291 1.421 1.451 1.511 1.821 1.951 2.OOI"CashFlow"wrsh I 2.90 

~~ ~~~ 

BUSINESS: Aqua America, Inc. is the holding company for water 8 other, 23.9%. Officers and directors own .8% of the common 
and wastewater utilities that serve approximately three million resi- stock; Vangurad Group, 6.6%; State Street Capital Corp., 6.3%; 
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New Blackrock. Inc, 6.1% (4114 Proxy). Chairman & Chief Executive Of- 
Jersey, Florida, Indiana, and five other states. Acquired ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
AquaSource. 7103; Consumers Water, 4/99; and others. Water sup- 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel- 
ply revenues '13: residential, 60.3%; commercial, 15.8%; industrial ephone: 610-525-1400. Internet: w.aquaamerica.com. 

Aqua America is continuing to expand latest quarter. Over the long term, we 
via acquisitions. A very high percentage 
of water systems in the U.S. is owned by 
small towns and cities. Aqua America has 
been benefiting from this environment by 
making deals with financially strapped 
government entities that do not have the 
wherewithal to upgrade their antiquated 
water systems. In May, the utility agreed 
to purchase Illinois-based North Maine 
Utilities for $22 million and to invest an 
additional $10 million into improving the 
system. Aqua made 15 acquisitions last 
year and is expected to match that figure 
in 2014. 
A promising new market has 
stumbled of late. When a new oil or gas 
site is being drilled using the hydraulic 
fracking method, five million allons of 
water is required for each well. i q u a  real- 
ized that drillers are willing to pay a pre- 
mium to have a water company extend its 
pipelines into their oil fields. Aqua has in- 
stalled new pipelines in the Marcellus 
Shale, as a result. Drilling activity has 
been less than expected, however, due to 
low natural gas prices. This has led to 
Aqua posting losses in this sector in the 

remain -very optimistic about-this opera- 
tion as Aqua has identified 575 wells yet 
to be tapped. 
Capital outlays will remain large. The 
company expects to spend close to $ 1  bil- 
lion over the next three years, mostly to 
upgrade its existing facilities. Since Aqua's 
finances have improved significantly over 
the previous four years, the balance sheet 
should be able to take on more debt and 
still remain healthy. 
Dividend growth prospects are en- 
couraging. Even with its large construc- 
tion program, we think that Aqua will be 
able to maintain hikes in the annual pay- 
out in the 8% to 10% range over the long 

Aqua shares offer attractive total re- 
turn potential over the next three- to 
five- year period. Recently, the yield 
spread between high- and low- quality 
water utilities has been very compressed. 
This means that investors only have to 
sacrifice a minimum amount of current 
yield for the strong dividend growth pros- 
pects that this stock offers. 
James A. Flood .JriIv 18. 2014 

pull. 

(C) In millions, adjusted for stock splits. 
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Company's Financial Strength B++ 
Stock's Price Stability 100 
Price Growth Persistence fin 



RECENT IPRCE 23.82 I E i o  2 3 . 8 p z 6 * ' '  Median: 20.0) CALIFORNIA WATER w m w  

SAFETY 3 Lowered7/27/07 - 1.33 x UtMaenas 

, , Re!ative Le TECHNICAL 2 Raised 7/4/14 , , divided b lnteres~ I 

BETA .70 11.00 = Markd 2-for-1 so111 6/11 

Ann'l Total 

+5% 
Insider Decis ions 

A S O N D J F M A I  ' I 

7.38 7.98 8.08 8.13 8.67 8.18 
1.30 1.37 1.26 1.10 1.32 1.26 
.73 .77 .66 .47 .63 .61 
.54 .54 5 5  .56 3 6  .56 

1.37 1.72 1.23 2.04 2.91 2.19 
6.69 6.71 6.45 6.48 6.56 7.22 

25.24 25.87 30.29 30.36 30.36 33.86 
17.8 17.8 19.6 27.1 19.8 22.1 
.93 1.01 1.27 1.39 1.08 1.26 

4.2% I 4.0% 1 4.3% I 4.4% I 4.5% I 4.2% 
CAPITAL STRUCTURE as of 3/31/14 
Total Debt$4976 mill. Due in 5 Yrs $89.3 mill. 
LT Debt $425.7 mill. 
(LT interest earned: 3.4~; total int. cov.: 3.2~) 

Pension Assets-12H3 $266.2 mill. 

Pfd Stock None 

Common Stock 47,803,849 shs. 
as of 4/27/14 

LT Interest $28.0 mill. 

(42% of Cap'l) 

Oblig. $383.2 mill. 

MARKET CAP $1.1 billion (Mid Cap) 
CURRENT POSITION 2012 2013 3131114 

Cash Assets 38.8 27.5 21.7 
Other 107.8 112.0 108.4 
Current Assets 146.6 139.5 130.1 
Accts Payable 46.8 55.1 50.7 
Debt Due 136.3 54.7 71.9 
Other 59.7 56.8 69.6 
Current Liab. - 242.8 - 166.6 - 192.2 

($MILL.) 

A) Basic EPS. Excl. nonrecurring gain (loss): 
00. (4$); '01, 26; '02, 46; '11, 4p. Next earn- 
ngs report due mid-August. (6) Dividends his- 

7.83 7.90 9.07 9.25 9.72 10.13 10.45 10.76 
36.73 36.78 41.31 41.33 41.45 41.53 41.67 41.82 
20.1 24.9 29.2 26.1 19.8 19.7 20.3 21.3 
1.06 1 1.33 1 1.58 1 1.39 I 1.19 1 1.31 I 1.29 1 1.34 

3.9% 1 3.1% 1 2.9% 1 3.0% 1 31% 1 3.1% I 3.2% 1 3.4% 

315.6 1 320.7 1 334.7 1 367.1 I 410.3 1 449.4 I 460.4 1 501.8 

Target P r i ce  Range 
2017 I 2018 12019 

I I 8 

-6 
%TOT. RETURN 6114 

mls YLARmM' 
STOCK NDEX 

1 yr 278 25 1 
3 y r  426 526 

BUSINESS: California Water Service Group provides regulated and 
nonregulated water service to roughly 471,900 customers in 83 
communities in California, Washington, New Mexico, and Hawaii. 
Main service areas: San Francisco Bay area, Sacramento Valley, 
Salinas Valley, San Joaquin Valley 8 parts of Los Angeles. Ac- 
quired Rio Grande Cop; West Hawaii Utilities (9/08). Revenue 

State regulators still have not ruled rate relief, California Water lost $0.11 a 
on California Water's petition for share in the March period. And, while the 
higher rates. In early July 2012, the util- increased costs should eventually be 
ity filed a rate case with the California recovered, the time frame appears to now 
Public Utility Commission (CPUC) seeking be 12 to 24 months, instead of collected 
increases in customers' bills of $92.7 mil- over the remainder of 2014. 
lion, $17.2 million and $16.9 million, in We are slashing our earnings estimate 
2014, 2015, and 2016, respectively. Due to for 2014. Due to the CPUC's delay, we 
the size of the hikes, California Water now expect the company's share earnings 
worked with six different entities affected to  only reach $1.00, $0.20 less than our 
by the hikes, including the Office of previous number. We are also reducing 
Ratepayers Advocates. After lengthy our forecast for 2015 by $0.10. to $1.20. 
negotiations, an agreement was reached Severe drought conditions in Califor- 
with all parties involved in the discus- nia should not have a near-term im- 
sions. According to the deal, annual rates pact on the company. That's because 
would be raised by $45 million, $10 mil- mechanisms are in place that permit any 
lion, and $10 million over the 2014-2016 increased costs related to the water short- 
period. An administrative law judge has age to be passed along to customers. 
also recently signed off on the settlement. California Water shares hold modest 
The utility's fate continues to be in appeal at this juncture. Investors might 
hands of regulators. Despite all of Cali- want to steer clear of this stock until the 
fornia Water's efforts, the CPUC has the CPUC issues a final ruling. Moreover, the 
final authority and is not bound by the company's recent annual dividend increase 
recommendations mentioned above. In- of 1.6% was extremely unimpressive. For 
deed, we are surprised by the delay in the those insisting on owning a water utility, 
final ruling. there are much better selections available 
Meanwhile, the first quarter was a in the group, in our opinion. 
major disappointment. Without the full James A.  Flood July 18, 2014 

8200. Internet: www.calwatergroup.com. 

breakdown, '13 residential, 70%; business, 19%; public authorities, 
5%; industrial, 5%; other 1%. '13 reported depreciation rate: 3.8%. 
Has 1,131 employees. President, Chairman, and Chief Executive 
Officer: Peter C. Nelson. Inc.: Delaware. Address: 1720 North First 
Street, San Jose, California 951124598. Telephone: 408-367- 

j reinvestment plan available. (E) Excludes non-reg. rev. Company's Financial Strength B++ 

'sh. Price Growth Persistence 50 
d. intangible assets. In '13: $18.2 m i l ,  Stock's Price Stability 100 

millions, adjusted for splits. Earnings Predictability 90 

http://www.calwatergroup.com


BETA 65 (1 W=Marke() 

2012 
2013 
2014 
2015 
Cat- 

endar 
2010 
2011 
2012 
2013 

I I I I I I I i I I I I 

-Ls ._ , 10 

2 2  .47 .67 . I7 1.53 
.24 3 9  8 6  .I7 1.66 
.27 .47 .76 .25 1.75 
.32 .40 .78 .27 1.85 
QUARTERLY DIVIDENDS PAID ~ ~ 1 1  

Mar.3i Jun.30 Sep.30 Dec.31 Year 
.228 ,228 ,233 ,233 .92 
233 ,233 ,238 .238 .94 
,238 ,238 ,2425 ,2425 .96 
,2425 2425 2475 7415 98 

5.58 5.87 5.70 5.77 5.91 
1.59 1.65 1.73 ::3: 1 1.78 1.89 
1.02 1.03 1.09 1.13 1.12 1.15 
.78 .79 .79 .EO .81 .83 

1.12 1.42 1.43 1.86 1.98 1.49 
8.52 8.61 8.92 9.25 10.06 10.46 
6.80 7.26 7.28 7.65 1.94 1.91 
15.5 18.2 18.2 21.5 24.3 23.5 
.81 1.04 1.18 1.10 1.33 1.34 

4.9% 4.2% 4.0% 3.3% 3.0% 3.0% 
:APITAL STRUCTURE as of 3131114 
rota1 Debt $178.5 mill. Due in 5 Yrs $18.6 mill. 
.T Debt $174.4 mill. LT Interest $1.2 mill. 
Total interest coverage: 4.4~) 

.eases, Uncapitalized: Annual rentals $.l mill. 
'ension Assets $56.8 mill. 

(47% of Cap'l) 

Oblig. $64.2 mill. 

Pfd Divd NMF 'fd Stock $0.8 mill. 

Common Stock 11,080,435 shs. 
as of 4130114 
MARKET CAP: $375 million (Small Cap) 
CURRENT POSITION 2012 2013 3/31/14 

Cash Assets 13.2 18.4 15.3 
Accounts Receivable 11.5 12.3 1 1.4 
Other 11.7 16.2 17.1 
Currentksets - 36.4 - 46.9 - 43.8 

(WILL.) 

Accts Payable 
Debt Due 
Other 
Current Liab. 
Fix. Chg. Cov. 
ANNUAL RATES 
of change (per sh) 
Revenues 
Cash Flow" 

Earnings 
Dividends 
Book Value 

10.0 10.8 6.5 
3.0 4.1 4.1 
2.9 7.8 9.9 

15.9 22.1 20.5 
--- 

408% 315% 315% 
Past Past Est'd't1-'13 

1OYrs. 5Yn. to'17-79 

2.5% 8.0% 5.0% 

4.0% 5.0% 5.5% 
3.0% 6.5% 3.5% 

1.5% 2.0% 3.0% 
6.0% 8.0% 5.5% 

16.0 17.4 20.6 15.4 
2012 18.5 21.3 24.5 19.5 
2013 19.7 22.6 27.6 21.6 
2014 20.3 23.7 29.0 22.0 95. 
2015 22.0 25.0 30.0 23.0 100 
Cai- EARNINGS PERSHARE A Fiill 

endar 1 Mar.31 Jun. 30 Sep. 30 Dec. 31 I Year 
2011 1 2 6  .37 .39 .ll 1 1.13 

1 yr. 21.7 2 5 1  
3 yr. 458 52.6 
5yr. 86.0 168.7 

"VALUE LINE PUB. LL I  

I 1  

%TOT. RETURN 6/14 

~ ;'. ; 7-19 

nus VLPRIIH.' 
STOCK LWEX 

11.65 Revenues Der sh 

BUSINESS: Connecticut Water Service, Inc. is a non-operating 
holding company, whose income is derived from earnings of its 
wholly-owned subsidiary companies (regulated water utilities). Its 
largest subsidiary, Connecticut Water, accounted for about 85% of 
the holding company's net income in 2012, and provides water 
services to 400,000 people in 55 towns throughout Connecticut and 

Connecticut Water Services continues 
to benefit from a past regulatory rul- 
ing. Last year, the utility agreed to lower 
customer bills and not seek higher rates 
before 2015 in order to keep the benefits 
resulting from a tax refund. The settle- 
ment appeared to  have worked out for 
both Connecticut Water and its customers. 
Indeed, in 2013, the company was able to 
break out of a five-year run of sluggish 
profits. 
A more constructive regulatory envi- 
ronment could be a major positive. 
Connecticut's regulatory climate is rated 
as below average by Value Line. (This in- 
cludes rulings on both electric and water 
utilities.) Should the Nutmeg state contin- 
ue the trend of working with utilities, Con- 
necticut Water's long-term prospects 
would be enhanced. 
Earnin s should show steady. mid- 
s ingdig i t  gains over this year and 
next. In Maine, which is responsible for 
20% of total revenues, the company has 
merged its two water utilities. This should 
eliminate regulatory redundancies and 
help lower costs. Moreover, as the compa- 
ny continues to expand, it will be earning 

J , 
Maine. Acquired The Maine Water Co., 1/12; Biddeford and Sac0 
Water, 12/12. Inc.: CT. Has about 260 employees. Chair- 
manlPresidenVCE0 Eric W. Thomburg. Officers and directors own 
2.2% of the common stock; BlackRock, Inc. 6.7%; The Vanguard 
Group, 5.3% (4/13 proxy). Address: 93 West Main Street, Clinton, 
CT 06413. Telephone: (860) 669-8636. Internet: www.ctwater.com. 

a return on a larger asset base. All told, 
we expect share net to increase by over 
5%. in both 2014 and 2015. 
Long-term dividend growth will prob- 
ably be below the industry average. 
Connecticut Water's dividend history over 
the past five and 10 years has been not 
been nearly as robust as its peers. As prof- 
its continue to move higher, though, there 
should be more room for payout hikes. In- 
vestors should take note of the next board 
of directors' meeting in August, when the 
annual dividend increase will be announc- 
ed. We think the company will finally 
break the five-year pattern of only increas- 
ing the dividend by $0.02 a share. 
Connecticut Water is expanding its 
customer base. The company is currently 
working on two projects aimed a t  increas- 
ing revenues. Pipelines are being extended 
so that the town of Mansfield will become 
a new customer. A deal has also been 
reached to supply water to  the University 
of Connecticut's main campus in Storrs. 
These shares are timely. The stock has 
underperformed of late, making it some- 
what appealing on a relative basis. 
James A. Flood July 18, 2014 

I 

Company's Financial Strength B+ 
Stock's Price Stability 90 
Price Growth Persistence 40 
Earnings Predictability 85 

C 2014 Value Line Publ6h.n LLC All nglil, reserved Fanua mdtenal ts obtaned lrom sources beievea lo  he relablc and is provdud KthoJ1 *arrantles 01 any klnd 
ThE PUB.ISHER IS NOT RC!POLSIBLC FOR ANY ERRORS OR OMISSIONS HEREIN Ths ublcaaan IS urctiy 101 subcrnbcr s mvn non cornmauai. internal usr No pan 
of 11 mny DC iepicdmd resob stored OI llansrnled m any pnntcd elemnu 01 Otnrr lo rn or Lsef lor  gcncraang of rnaheeng any pnnteo or ClcRion~r pDltcaLon wM(e or piodLcl 

http://www.ctwater.com


Pension Assets-12/13 $46.4 mill. 

Pfd Stock $2.9 mill. Pfd Div’d: $.1 mill. 

Common Stock 15,986,792 shs. 

Oblig. $56.0 mill. 

this year and next. In addi- ty currently has a relatively low debt-to- 
increase in New Jersey, Mid- total capital ratio, which means that its 

dlesex was granted higher rates in Dela- balance sheet is strong enough to with- 
ware in February. These new revenues stand a n  increase in the debt load. 

high current yield, we dc 
ock attractive in the year 
the next three- to five-year 



A S O N D J F M A  
0 0 0 1 0 0 0 0 0  

2012 
2013 
2014 
2015 
tal- 

-endar 
2010 
2011 
2012 
2013 
2014 

Pension Assets $91.4 mill. 
Oblig. $128.7 mill 

40.4 37.4 37.7 
42.9 39.7 40.8 
-- 

.06 .28 5 3  .31 1.18 

.Q7 .37 .44 .24 1.12 

.04 .40 5 1  .30 1.25 

.lO .43 .55 .32 f.40 
QUARTERLY DIVIDENDSPAIDBB ~ u l l  

Mar.31 Jun.30 Sep.30 Dec.31 Year 
. I 7  .17 . I 7  . I7 .6? 
,173 .I73 ,173 ,173 .69 
,1775 ,1775 ,1775 ,1775 .71 
,1825 ,1825 ,1825 ,1825 .72 
,1875 .1875 

Accts Payable 8.5 12.6 10.7 
Debt Due 20.7 23.0 37.5 
Other 19.9 23.6 23.7 
Current Liab. - 49.1 71.9 

waste facility. Dividend growth prospects are below 
The severe drought could possibly put average for a water utility. The last 
more pressure on regulators. Prices are hike averaged only 2.7% on an  annual 
rising for the water that the utility has to basis. We think this will be the trend 
purchase from another entity to meet the through 2017-2019 as increases in the pay- 
needs of the service area. SJW is allowed out will be held back by the need to fund 
to pass these costs through to customers. the large construction program. 
Still, with water bills at such levels, the These shares do not stand out for rel- 
CPUC is under greater political pressure ative year-ahead performance. More- 
to keep citizens' (i.e., voters') rates from over, the stock's potential total returns are 
skyrocketing. On the other hand, if regu- close to average over the next 3 to 5 years. 
lators don't provide utilities with a fair re- James A. Flood JuIy It?, 2014 

Id due to rounding. (C) In millions, adjusted for stock splits. Company's Financial Strength B+ 
Stock's Price Stability 85 ividends historicailv oaid in eariv March. 

Fix. Chg. Cov. 317% 268% 270% 
ANNUAL RATES Past Past Est'd'11-'13 
of change (persh) 10 Yrs. 
Revenues 5.5% 4.0% 3.5% 
"Cash Flow" 6.0% 4.0% 4.5% 
Earnings 3.5% .5% 7.0% 
Dividends 4.5% 3.5% 5.0% 
Book Value 5.5% 2.5% 6.0% 

mls VLARCK' 
STOCK WOEX 

l y r  66 251 
3yr 222 526 

Price Growth Persistence 45 
80 . .  

2014 Va!x L.ne PLblslnn LLC All n MS rCSewCd Factual material is obtained fiom sources believed lo be rrtiablc an0 15 ptoutdea w lhoul wananlies of any kind 
TtiE PLBLIStiER IS hOT RE!PONSIBLE!%ORANY ERRORS OR OMISStOkS HERElA This ublrcam 15 r(iclly lor subsoiber'sm. nonzomrnmaal. ntcrnal use No pan 
J( it mal k wprcdrned. resold s1oreo w uansmncd n an! prmlcd c lwonlc  or olnei form. w uief,or generatmg M mafietog any prnrro or eledrmr puotcaoon. service or prudrt 



Target Price Rangt 
2017 12018 12019 

High: 13.5 14.0 17.9 21.0 18.5 16.5 18.0 18.0 18.1 18.5 22.0 21.5 
Low: 9.3 11.0 11.7 15.3 15.5 6.2 9.7 12.8 15.8 16.8 17.6 19.0 
I ECFNOS 

A) Diluted earnings. Next earnings report due 

B) Dividends historically paid in midJanuary. 
ipril, July, and October. 

marly August. 

TIMELINESS 4 RaisedY28114 

SAFETY 2 New1119113 

TECHNICAL 3 Lowered7118114 
BETA .75 (l.W=Mafke() 

201719 PROJECTIONS 
Ann'l Tota 

Price Gain Return 
High 30 (+50% 13% 

Insider Decisions 
Low 19 (-5%.I 2% 

(C) In millions, adjusted for splits. Company's Financial Strength E t  

Price Growth Persistence 65 
Earninas Predictabilitv 

Stock's Price Stability 85 

A S O N D  J F M A  
toBuy 0 2 5 0 0 6 0 1 4  
Op(ipnS 0 0 0 0 0 0 0 0 0  
losell 0 0 0 0 1 0 0 0 0  
Institutional Decisions 

3W13 u12013 1fM14 
toBuy 30 29 30 
IoSell 23 24 21 

CAPITAL STRUCTURE as of 3 3  
Total Debt $84.9 mill. Due in 5 
LT Debt $84.9 mill. LT lntere 
(Total interest coverage: 4.0~) 

64 
48 
40 
32 
24 
20 
16 
12 

8 
I I  

%TOT. RETURN 6/14 

STOCK WEX 
l y r  125 251 

MIS VLARITH' 

1.47 1.40 1.36 1.40 1.68 1.61 1.48 1.46 1.32 1.50 1.55 1.48 1.40 

14 22.5 26.8 28.7 31.4 32.8 37.0 39.0 40.6 41.4 42.4 46.0 48.0 Revenues($mill) 55.0 

ValueLiN RelativePERatio 
3.3% 3.2% 3.1% 2.9% 2.5% 2.8% 3.5% 3.6% 3.5% 3.1% 3.1% 2.8% Avg Ann'l Div'd Yield 3.0% 

13.0 
37.0% 

's$19.5mill. 4.8 5.8 6.1 6.4 6.4 7.5 8.9 9.1 9.3 9.7 f f . 5  
$5.2 36.7% 36.7% 34.4% 36.5% 36.1% 37.9% 38.5% 35.3% fZ.ONetProfit$mill 

37.6% 37.6% 37.0% 36.0% IncomeT; Rat: 

0 2014 Vaue Lnc Pubhhn LLC All n hi, reseriea Fanual malcnal is obtamca from sovices belevea 10 be rehahle and IS provldea wrhobl warranues 01 any knd 
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Utility Source, LLC 
Test Year Ending December 31,2012 
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WEIGHTED AVERAGE COST OF CAPITAL 

SCHEDULE RBM - 1 
Page 1 of I 

RUCO RUCO ADJUSTED CAPITAL WEIGHED 
Line CAPITALIZATION 
- NO DESCRIPTION PER COMPANY ADJUSTMENTS CAPITALIZATION 

2 

COST - COST - 
$ 1 Long Tern Debt $ - $  - $  - $  

100% 9.25% 9.25% $3,722,209 $ $3,722,209 3 Common Equity 

4 

100% 9.25% 9.25% $3,722,209 $0 5 TOTAL CAPITALIZATION $3,722,209 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 



Utility Source, LLC 
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Cost of Capital Summaw Calculations 

Line 
- No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

DCF METHODOLOGY 

DCF - Water Company Single Stage Constant Growth Model Est 

Page 1 of 1 

8.68% 

CAPM METHODOLOGY 

CAPM - Water Company Estimate 7.24% 

COMPARABLE EARNINGS 9.80% 

FINAL COST OF EQUITY / WEIGHTED AVERAGE COST OF CAPITAL I 9.25%) 

(See Testimony) 



Utility Source, LLC 
Test Year Ending December 31,2012 
Docket No. WS-04235A-13-0331 

Schedule RBM -3 
Page 1 of 6 

Line 
No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

- 
Real 
GDP 

Year Growth 
1975 -1.1% 
1976 5.4% 
1977 5.5% 
1978 5.0% 
1979 2.8% 
1980 -0.2% 
1981 1.8% 
1982 -2.1% 
1983 4.0% 
1984 6.8% 
1985 3.7% 
1986 3.1% 
1987 2.9% 
1988 3.8% 
1989 3.5% 
1990 1.8% 
1991 -0.5% 
1992 3.0% 
1993 2.7% 
1994 4.0% 
1995 3.7% 
1996 
1997 
1998 
1999 
2000 4.1% 
2001 1.1% 
2002 1.8% 
2003 2.8% 
2004 3.8% 
2005 3.4% 
2006 2.7% 
2007 1.8% 
2008 -0.3% 
2009 -2.8% 
201 0 

ECONOMIC INDICATORS 

Industrial 
Production 

Growth 
-8.9% 
10.8% 
5.9% 
5.7% 
4.4% 
-1.9% 
1.9% 
-4.4% 
3.7% 
9.3% 
1.7% 
0.9% 
4.9% 
4.5% 
1.8% 
-0.2% 
-2.0% 
3.1% 
3.4% 
5.5% 
4.8% 
4.3% 
7.3% 
5.8% 

-3.4% 
0.2% 
1.2% 
2.3% 
3.2% 
2.2% 
2.5% 
-3.4% 

-1 1.3% 
5.7% 

3.5% 

Unemploy- 
ment 
- Rate 
8.5% 
7.7% 

6.0% 
5.8% 
7.0% 
7.5% 
9.5% 
9.5% 
7.5% 
7.2% 
7.0% 
6.2% 
5.5% 

5.6% 
6.8% 
7.5% 
6.9% 
6.1% 
5.6% 
5.4% 
4.9% 

7.0% 

5.3% 

4.5% 
4.2% 
4.0% 
4.7% 
5.8% 
6.0% 
5.5% 
5.1% 
4.6% 
4.6% 
5.8% 
9.3% 
9.6% 
8.9% 
8.1% 
8.1% 

Consumer Producer 
Price Index Price Index 

7.0% 6.6% 
4.8% 3.7% 
6.8% 6.9% 
9.0% 9.2% 
13.3% 12.8% 
12.4% 11.8% 
8.9% 7.1% 
3.8% 3.6% 
3.8% 0.6% 
3.9% 1.7% 
3.8% 1.8% 
1.1% -2.3% 
4.4% 2.2% 
4.4% 4.0% 
4.6% 4.9% 
6.1% 5.7% 
3.1% -0.1% 
2.9% 1.6% 
2.7% 0.2% 
2.7% 1.7% 
2.5% 2.3% 
3.3% 2.8% 
1.7% -1.2% 
1.6% 
2.7% 
3.4% 
I .6% 
2.4% 1.2% 

3.3% 4.2% 
3.4% 5.4% 
2.5% 1.1% 
4.1% 6.2% 
0.1% -0.9% 

1.9% 4.0% 

Source: Council of Economic Advisors, Economic Indicators, various issues. 



Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

Utility Source, LLC 
Test Year Ending December 31,2012 
Docket No. WS-04235A-13-0331 

- Year 
2002 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2003 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2004 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2007 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 

2008 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2010 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2012 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

Real 
GDP' 

Growth 

2.7% 
2.2% 
2.4% 
0.2% 

1.2% 
3.5% 
7.5% 
2.7% 

3.0% 
3.5% 
3.6% 
2.5% 

4.1% 
1.7% 
3.1% 
2.1% 

5.4% 
1.4% 
0.1% 
3.0% 

0.9% 
3.2% 
2.3% 

-1.8% 
1.3% 
-3.7% 
-8.9% 

-5.3% 
-0.3% 
1.4% 
4.0% 

1.6% 
3.9% 
2.8% 
2.8% 

-1.3% 
3.2% 
1.4% 
4.9% 

3.7% 
1.2% 
2.8% 
0.1% 

1.1% 
2.5% 
2.8% 
3.0% 

Schedule REM - 3 
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ECONOMIC INDICATORS 

Industrial 
Production 

Growth 

-3.8% 
-1.2% 
0.8% 
1.4% 

1.1% 
-0.9% 
-0.9% 
1.5% 

2.8% 
4.9% 
4.6% 
4.3% 

3.8% 
3.0% 
2.7% 
2.9% 

3.4% 
4.5% 
5.2% 
3.5% 

2.5% 
1.6% 
I .8% 

1.9% 
0.2% 
-3.0% 
6.0% 

-1 1.6% 
-12.9% 
-9.3% 
-4.5% 

2.7% 
6.5% 
6.9% 
6.2% 

5.4% 
3.6% 
3.3% 
4.0% 

4.5% 
4.7% 
3.4% 
2.8% 

2.5% 
2.0% 
2.5% 

Unemploy- 
ment 
- Rate 

5.6% 
5.9% 
5.8% 
5.9% 

5.8% 
6.2% 
6.1% 
5.9% 

5.6% 
5.6% 
5.4% 
5.4% 

5.3% 
5.1% 
5.0% 
4.9% 

4.7% 
4.6% 
4.7% 
4.5% 

4.5% 
4.5% 
4.6% 

4.9% 
5.3% 
6.0% 
6.9% 

8.1% 
9.3% 
9.6% 
10.0% 

9.7% 

9.6% 
9.7% 

9.6% 

9.0% 
9.0% 
9.1% 
8.7% 

8.3% 
8.2% 
8.1% 
7.8% 

7.7% 
7.6% 
7.3% 

Consumer 
Price Index 

2.8% 
0.9% 

1.6% 

4.8% 
0.0% 
3.2% 
-0.3% 

5.2% 
4.4% 
0.8% 
3.6% 

4.4% 
1.6% 
8.8% 
-2.0% 

4.8% 
4.8% 
0.4% 
0.0% 

4.8% 
5.2% 
1.2% 

2.4% 

2.8% 
7.6% 
2.8% 

-13.2% 

2.4% 
3.2% 
2.0% 
2.5% 

0.9% 
-1.2% 
2.8% 
2.8% 

4.8% 
3.2% 
2.4% 
0.4% 

3.2% 
0.0% 
4.0% 
0.0% 

2.0% 
0.8% 
2.0% 

Producer 
Price Index 

4.4% 
-2.0% 
1.2% 
0.4% 

5.6% 
-0.5% 
3.2% 
2.8% 

5.2% 
4.4% 
0.8% 
7.2% 

5.6% 
-0.4% 
14.0% 
4.0% 

-0.2% 
5.6% 
-4.4% 
3.6% 

6.4% 
6.8% 
1.2% 

9.6% 
14.0% 
-0.4% 
-28.4% 

-0.4% 
9.2% 
-0.8% 
8.8% 

6.5% 

4.0% 
9.2% 

-2.4% 

9.6% 
3.6% 
6.4% 
-1.2% 

2.0% 
-2.8% 
9.6% 
-3.6% 

1 .2% 
2.4% 
80.0% 

'GDP=Gross Domestic Product 
2.4% 

Source: Council of Economic Advisors, Economic indicators, various issues. 
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Line 
- No 
I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

- Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 1 
201 2 
201 3 

Prime 
- Rate 
7.86% 
6.84% 
6.83% 
9.06% 
12.67% 
15.27% 
18.89% 
14.86% 
10.79% 
12.04% 
9.93% 
8.33% 
8.21% 
9.32% 
10.87% 
10.01 Yo 
8.46% 
6.25% 

7.15% 
8.83% 
8.27% 
8.44% 
8.35% 
8.00% 
9.23% 
6.91 '/o 

4.67% 
4.12% 
4.34% 
6.19% 
7.96% 
8.05% 
5.09% 
3.25% 

6.00% 

3.25% 
3.25% 
3.25% 
3.25% 

US Treasury 
T Bills 

3 Month 
5.84% 
4.99% 
5.27% 
7.22% 
10.04% 
11.51% 
14.03% 
10.69% 
8.63% 
9.58% 
7.48% 
5.98% 
5.82% 
6.69% 
8.12% 
7.51 % 
5.42% 
3.45% 
3.02% 
4.29% 
5.51% 
5.02% 
5.07% 
4.81 % 
4.66% 
5.85% 
3.44% 
1.62% 
1.01% 
1.38% 
3.16% 
4.73% 
4.41 % 
1.48% 
0.16% 
0.14% 
0.06% 
0.09% 
0.09% 

INTEREST RATES 

US Treasury 
T Bonds 
10 Year 
7.99% 
7.61 yo 
7.42% 
8.41 % 
9.44% 
11.46% 
13.93% 
13.00% 
1 I .I 0% 
12.44% 
10.62% 
7.68% 
8.39% 
8.85% 
8.49% 
8.55% 
7.86% 
7.01 % 
5.87% 
7.09% 
6.57% 

6.35% 
5.26% 
5.65% 
6.03% 
5.02% 
4.61% 
4.01 % 
4.27% 
4.29% 
4.80% 

6.44% 

4.63% 
3.66% 
3.26% 
3.22% 
2.78% 
1.80% 
2.50% 

Utility 
Bonds 
Aaa 
9.03% 
8.63% 
8.19% 
8.87% 

12.30% 

14.22% 

- 

9.86% 

14.64% 

12.52% 
12.72% 
1 1.68% 
8.92% 
9.52% 
10.05% 
9.32% 
9.45% 
8.85% 
8.19% 
7.29% 
8.07% 
7.68% 
7.48% 
7.43% 
6.77% 
7.21 % 
7.88% 
7.47% 

Utility 
Bonds 
Aa 

8.92% 
8.43% 
9.10% 
10.22% 
13.00% 
15.30% 
14.79% 

- 
9.44% 

12.83% 
13.66% 
12.06% 
9.30% 
9.77% 
10.26% 
9.56% 
9.65% 
9.09% 
8.55% 
7.44% 
8.21 % 
7.77% 
7.57% 
7.54% 
6.91% 
7.51 yo 

7.59% 
[I] 7.19% 

6.40% 
6.04% 
5.44% 
5.84% 
5.94% 
6.18% 
5.75% 
5.24% 
4.78% 
3.83% 

8.06% 

Utility 
Bonds 
A 
10.09% 
9.29% 
8.61% 
9.29% 
10.49% 
13.34% 
15.95% 
15.86% 
13.66% 
14.03% 
12.47% 
9.58% 
10.10% 
10.49% 
9.77% 
9.86% 
9.36% 
8.69% 
7.59% 
8.31% 
7.89% 
7.75% 
7.60% 
7.04% 
7.62% 
8.24% 
7.78% 
7.37% 
6.58% 
6.1 6% 
5.65% 

- 

6.07% 
6.07% 
6.53% 
6.04% 
5.46% 
5.04% 
4.13% 

Utility 
Bonds 
Baa 

9.82% 
9.06% 

- 
10.96% 

9.62% 
10.96% 
13.95% 
16.60% 
16.45% 
14.20% 
14.53% 
12.96% 
10.00% 
10.53% 
11 .OO% 
9.97% 
10.06% 
9.55% 
8.86% 
7.91% 
8.63% 
8.29% 
8.16% 
7.95% 
7.26% 
7.88% 
8.36% 
8.02% 
8.02% 
6.84% 
6.40% 
5.93% 

6.33% 
6.32% 

7.25% 
7.06% 
5.96% 
5.57% 
4.86% 

Schedule RBM - 3 
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[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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INTEREST RATES 

Line 
No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

- 
2007 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2008 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2009 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2010 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

Prime 
- Rate 

8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
7.75% 
7.50% 
7.50% 
7.25% 

6.00% 
6.00% 
5.25% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
4.00% 
4.00% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

US Treasury 
T Bills 

3 Month 

4.96% 
5.02% 
4.97% 
4.88% 
4.77% 
4.63% 
4.84% 
4.34% 
4.01 % 
3.97% 
3.49% 
3.08% 

2.86% 
2.21% 
1.38% 
1.32% 
1.71% 
1.90% 
1.72% 
I .79% 
1.46% 
0.84% 
0.30% 
0.04% 

0.12% 
0.31% 
0.25% 
0.17% 
0.1 5% 
0.17% 
0.19% 
0.18% 
0.13% 
0.08% 
0.05% 
0.07% 

0.06% 
0.10% 
0.15% 
0.15% 
0.1 6% 
0.12% 
0.1 6% 
0.15% 
0.15% 
0.13% 
0.13% 
0.15% 

US Treasury 
T Bonds 
10 Year 

4.76% 
4.72% 
4.56% 
4.69% 
4.75% 
5.10% 
5.00% 
4.67% 
4.52% 
4.53% 
4.15% 
4.10% 

3.74% 
3.74% 
3.51% 
3.68% 
3.88% 
4.10% 
4.01 Yo 
3.89% 
3.69% 
3.81% 
3.53% 
2.42% 

2.52% 
2.87% 
2.82% 
2.93% 
3.29% 
3.72% 
3.56% 
3.59% 
3.40% 
3.39% 
3.40% 
3.59% 

3.73% 
3.69% 
3.73% 
3.85% 
3.42% 
3.20% 
3.01% 
2.70% 
2.65% 
2.54% 
2.76% 
3.29% 

Utility 
Bonds 
Aa 

5.78% 
5.73% 
5.66% 
5.83% 
5.86% 
6.18% 
6.11% 
6.11% 
6.10% 
6.04% 
5.87% 
6.03% 

5.87% 
6.04% 
5.99% 
5.99% 
6.07% 
6.19% 
6.13% 
6.09% 
6.13% 
6.95% 
6.83% 
5.93% 

6.01% 
6.11% 
6.14% 
6.20% 
6.23% 
6.13% 
5.63% 
5.33% 
5.1 5% 
5.23% 
5.33% 
5.52% 

5.55% 
5.69% 
5.64% 
5.62% 
5.29% 
5.22% 
4.99% 
4.75% 
4.74% 
4.89% 
5.12% 
5.32% 

Utility 
Bonds 
- A 

5.96% 
5.90% 
5.85% 
5.97% 
5.99% 
6.30% 
6.25% 
6.24% 
6.18% 
6.11% 
5.97% 
6.16% 

6.02% 
6.21 % 

6.29% 
6.21% 

6.27% 
6.38% 
6.40% 
6.37% 
6.49% 
7.56% 
7.60% 
6.54% 

6.39% 
6.30% 
6.42% 
6.48% 
6.49% 
6.20% 
5.97% 
5.71 yo 
5.53% 
5.55% 
5.64% 
5.79% 

5.77% 
5.87% 
5.84% 
5.81 % 
5.50% 
5.46% 
5.26% 
5.01 % 
5.01 % 
5.10% 
5.37% 
5.56% 

Utility 
Bonds 
Baa 

6.16% 
6.10% 
6.10% 
6.24% 
6.23% 
6.54% 
6.49% 
6.51 % 
6.45% 
6.36% 

- 

6.27% 
6.51 % 

6.35% 
6.60% 
6.68% 
6.82% 
6.79% 
6.93% 
6.97% 
6.98% 
7.15% 
8.58% 
8.98% 
8.13% 

7.90% 
7.74% 
8.00% 
8.03% 
7.76% 
7.30% 
6.87% 
6.36% 
6.12% 
6.14% 
6.18% 
6.26% 

6.16% 
6.25% 
6.22% 
6.19% 
5.97% 
6.18% 
5.98% 
5.55% 
5.53% 
5.62% 
5.85% 
6.04% 

Schedule RBM-3 
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INTEREST RATES 

Line 
- No 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 

201 1 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2012 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2013 
Jan 
Feb 
Mar 
Apt 
May 
June 
July 
Aug 
Sept 
oct 
Nov 
Dec 

Prime 
- Rate 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

US Treasury 
T Bills 

3 Month 

0.15% 
0.14% 
0.1 1% 
0.06% 
0.04% 
0.04% 
0.03% 
0.05% 
0.02% 
0.02% 
0.01% 
0.02% 

0.02% 
0.08% 
0.09% 
0.08% 
0.09% 
0.09% 
0.10% 
0.11% 
0.10% 
0.10% 
0.1 1% 
0.08% 

0.07% 
0.10% 
0.90% 
0.60% 
0.50% 
0.50% 
0.40% 
0.40% 
0.20% 
0.60% 

US Treasury 
T Bonds 
10 Year 

3.39% 
3.58% 
3.41 % 
3.46% 
3.17% 
3.00% 
3.00% 
2.30% 
1.98% 
2.15% 
2.01% 
1.98% 

1.97% 
1.97% 
2.17% 
2.05% 
1.80% 
1.62% 
1.53% 
1.68% 

1.75% 
1.65% 
1.72% 

1.91% 
1.98% 
1.96% 
1.76% 
1.93% 
2.30% 
2.58% 
2.74% 
2.81% 
2.62% 

1.72% 

Utility 
Bonds 
Aa 

5.29% 
5.42% 
5.33% 
5.32% 
5.08% 
5.04% 
5.05% 
4.44% 
4.24% 
4.21% 
3.92% 
4.00% 

4.03% 
4.02% 

4.10% 
3.92% 

3.58% 
3.65% 

3.68% 
3.60% 

4.1 6% 

3.79% 

3.69% 

3.75% 

3.90% 
3.95% 
3.90% 
3.74% 
3.91% 
4.27% 
4.44% 
4.53% 
4.58% 
4.48% 
4.56% 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Utility 
Bonds 
4 

5.57% 
5.68% 
5.56% 
5.55% 
5.32% 
5.26% 
5.27% 
4.69% 
4.48% 
4.52% 
4.25% 
4.33% 

4.34% 
4.36% 
4.48% 
4.40% 
4.20% 
4.08% 
3.93% 
4.00% 

3.91% 
3.84% 

4.02% 

4.00% 

4.15% 
4.18% 
4.15% 
4.00% 
4.1 7% 
4.53% 
4.68% 
4.73% 
4.80% 
4.70% 
4.77% 

Utility 
Bonds 
Baa 

6.06% 
6.10% 
5.97% 
5.98% 
5.74% 
5.67% 
5.70% 
5.22% 
5.11% 
5.24% 
4.93% 
5.07% 

5.06% 
5.02% 
5.13% 
5.11% 
4.97% 
4.91 % 
4.85% 
4.88% 

- 

4.81% 
4.54% 
4.42% 
4.56% 

4.66% 
4.74% 
4.66% 
4.49% 
4.65% 
5.08% 
5.21% 
5.28% 
5.31% 
5.1 7% 
5.24% 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
I999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 I 
201 2 
201 3 

- 

STOCK PRICE INDICATORS 

S&P 
Composite 

322.84 
334.59 
376.1 8 
41 5.74 
451.21 
460.42 
541.72 
670.50 
873.43 

1,085.50 
1,327.33 
1,427.22 
1 , I  94.1 8 
993.94 
965.23 
I , I  30.65 
1,207.23 
1,310.46 
1,477.19 
1,220.04 
948.05 

1,139.97 
1,268.89 
1,379.35 

NASDAQ 
Composite 

491.69 
$599.26 
715.16 
751.65 
925.19 

1 ,I 64.96 
1,469.49 
1,794.91 
2,728.1 5 
2,783.67 
2,035.00 
1,539.73 
1,647.17 
1,986.53 
2,099.32 
2,263.41 
2,578.47 
2,161.65 
1,845.38 
2,349.89 
2,677.44 
2,965.56 

DJIA 
802.49 
974.92 
894.63 
820.23 
844.40 
891.41 
932.92 
884.36 

1,190.34 
1 ,I 78.48 
1,328.23 
1,792.76 
2,275.99 
2,060.82 
2,508.91 
2,678.94 
2,929.33 
3,284.29 
3,522.06 
3,793.77 
4,493.76 
5,742.89 
7,441 .I 5 
8,625.52 
10,464.88 
10,734.90 
10,189.13 
9,226.43 
8,993.59 
10,317.39 
10,547.67 
11,408.67 
13,169.98 
1 1,252.62 
8,876.1 5 
10,662.80 
11,966.36 
12,967.08 

- 

Schedule RBM - 3 
Page 5 of 6 

S&P 
DIP 

4.31 yo 
3.77% 
4.62% 
5.28% 
5.47% 
5.26% 
5.20% 
5.81 % 
4.40% 
4.64% 
4.25% 
3.49% 
3.08% 
3.64% 
3.45% 
3.61 % 
3.24% 
2.99% 
2.78% 

- 

2.82% 
2.56% 
2.19% 
1.77% 
1.49% 
1.25% 
I .I 5% 
I .32% 
1.61 % 
1.77% 
1.72% 
1.83% 
1.87% 
1.86% 
2.37% 
2.40% 
1.98% 
2.05% 
2.24% 

S&P 
- E/P 

9.1 5% 
8.90% 
10.79% 
12.03% 

12.66% 
11.96% 
11.60% 
8.03% 
10.02% 
8.12% 
6.09% 
5.48% 
8.OI0/o 
7.41 % 
6.47% 
4.79% 
4.22% 
4.46% 
5.83% 
6.09% 
5.24% 
4.57% 
3.46% 
3.17% 
3.63% 
2.95% 
2.92% 
3.84% 
4.89% 
5.36% 
5.78% 
5.29% 
3.54% 
1.86% 
6.04% 
6.77% 
6.20% 

13.46% 

Source: Council of Economic Advisors, Economic indicators, various issues. 
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STOCK PRICE INDICATORS 

Line 
No - 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 

2004 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2010 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2011 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2012 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

S&P 
Composite 

1,133.29 
1,122.87 
1 ,I 04.15 
1,162.07 

1,191.98 
1,181.65 
1,225.91 
1,262.07 

1,283.04 
1,281.77 
1,288.40 
1,389.48 

1,425.30 
1,496.43 
1,490.81 
1,494.09 

1,350.19 
1,371.65 
1,251.94 
909.80 

809.31 
892.23 
996.68 

1,088.70 

1,121.60 
1,135.25 
1,096.39 
1,204.00 

1,302.74 
1,319.04 
1,237.12 
1,225.65 

1,347.44 
1,350.39 
1,402.21 
1,418.21 

1,514.41 
1,609.77 
1,675.31 

NASDAQ 
Composite 

2,041.95 
1,984.23 
1,872.90 
2,050.22 

2,056.01 
2,012.24 
2,144.61 
2,246.09 

2,287.97 
2,240.46 
2,141.97 
2,390.26 

2,444.85 
2,552.37 
2,609.68 
2,701.59 

2,332.91 
2,426.26 
2,290.87 
1,599.64 

1,485.14 
1,731.41 
1,985.25 
2,162.33 

2,274.88 
2,343.40 
2,237.97 
2,534.62 

2,741.01 
2,766.64 
2,613.1 1 
2,600.91 

2,902.90 
2,928.62 
3,029.86 
3,001.69 

3,177.1 0 
3,369.49 
3,643.63 

- DJlA 

10,488.43 
10,289.04 
10,129.85 
10,362.25 

10,648.48 
10,382.35 
10,532.24 
10,827.79 

10,996.04 
1 1,188.84 
11,274.49 
12,175.30 

12,470.97 
13,214.26 
13,488.43 
13,502.95 

12,383.86 
12,508.59 
11,322.40 
8,795.61 

7,774.06 
8,327.83 
9,229.93 
10,172.78 

10,454.42 
10,570.54 
10,390.24 
11,236.02 

12,024.62 
12,370.73 
11,671.47 
11,798.65 

12,839.80 
12,765.58 
13,118.72 
13,142.91 

14,000.30 
14,961.28 
15,255.25 

S&P 
- DIP 

1.64% 
1.71% 
1.79% 
1.75% 

1.77% 
1.85% 
1.83% 
1.86% 

1.85% 
1.90% 
1.91 % 
1.81 % 

1.84% 
1.82% 
1.86% 
1.91 Yo 

2.11% 
2.10% 
2.29% 
2.98% 

3.00% 
2.45% 
2.16% 
1.99% 

1.94% 
1.97% 
2.09% 
1.95% 

1.85% 
1.97% 
2.15% 
2.25% 

2.12% 
2.30% 
2.27% 
2.28% 

2.21% 
2.15% 
2.14% 

58p 
- EIP 

4.62% 
4.92% 
5.18% 
4.83% 

5.11% 
5.32% 
5.42% 
5.60% 

5.61% 
5.86% 
5.88% 
5.75% 

5.85% 
5.65% 
5.15% 
4.51% 

4.55% 
4.05% 
3.94% 
1.65% 

0.86% 
0.82% 
1.19% 
4.57% 

5.21% 
6.51 % 
6.30% 
6.15% 

6.13% 
6.35% 
7.69% 
6.91 % 

6.29% 
6.45% 
6.00% 
6.07% 

5.59% 
5.66% 
5.65% 

Source: Council of Economic Advisors, Economic Indicators, various issues 
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Line 
- No 

1 

2 

3 
4 

5 
6 
7 
8 
9 
10 
11 

12 

13 
14 

15 

16 
17 
18 

19 
20 

21 
22 
23 

COMPANY 

American States Water Co. 

Aqua America, Inc. 
California Water Service Group 

Connecticut Water Service, Inc. 
Middlesex Water 

SJW Corporation 
York Water Company 

ADJUSTED m 

2.7% 
2.6% 

2.8% 

3.0% 
1.5% 
2.6% 

2.8% 

HISTORIC 
RETENTION 

GROWTH 

5.5% 
4.4% 

3.2% 

2.4% 
1.5% 
2.4% 

2.4% 

DCF ANALYSIS 

PROSPECTIVE HISTORIC 
RETENTION PER SHARE 

GROWTH 

5.5% 
6.5% 

4.3% 

3.7% 
3.0% 
3.8% 

4.2% 

GROWTH 

8.7% 
8.0% 

3.3% 

6.0% 
2.0% 
1.8% 

4.2% 

PROSPECTIVE 
PER SHARE 

GROWTH 

6.5% 

7.7% 

6.3% 

4.5% 
3.0% 

6.0% 
5.0% 

FIRST CALL 
EPS 

GROWTH 

2.0% 

5.8% 

6.0% 
5.0% 
2.7% 

14.0% 

4.9% 

AVERAGE DCF 
GROWTH RATES 

5.6% 8.3% 

6.5% 9.0% 

4.6% 7.4% 

4.3% 7.3% 

2.4% 3.9% 

5.6% 8.2% 

4.1% 6.9% 

Mean 2.6% 3.1% 4.4% 4.9% 5.6% 5.8% 4.7% 7.3% 

Median 2.7% 2.4% 4.2% 4.2% 6.0% 5.0% 4.6% 7.4% 

Composite-Mean 5.7% 7.0% 7.4% 8.1% 8.3% 7.3% 

Composite-Median 5.1% 6.9% 6.9% 8.7% 7.7% 7.3% 
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Line 
- NO COMPANY 
1 

2 American States Water Co. 

3 Aqua America, Inc. 

4 California Water Service Group 

5 Connecticut Water Service, Inc. 

6 Middlesex Water 

7 SJW Corporation 

8 York Water Company 

9 

PROXY GROUP -- PER SHARE GROWTH RATES 

5-Year Historic Growth Rates Est'd '11-'13 to 77-79 Growth Rates 
- EPS - DPS - BVPS Averaqe - EPS - DPS - BVPS Averaqe 

13.0% 6.5% 6.5% 8.7% 6.0% 9.0% 4.5% 6.5% 

11.0% 7.0% 6.0% 8.0% 8.5% 9.0% 5.5% 7.7% 

4.0% 1.5% 4.5% 3.3% 7.5% 7.0% 4.5% 6.3% 

8.0% 2.0% 8.0% 6.0% 5.0% 3.0% 5.5% 4.5% 

1.5% 1.5% 3.0% 2.0% 4.5% 2.0% 2.5% 3.0% 

-0.5% 3.5% 2.5% 1.8% 7.0% 5.0% 6.0% 6.0% 

5.0% 2.5% 5.0% 4.2% 7.0% 5.5% 2.5% 5.0% 

10 
11 4.9% 5.6% 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 Source: AUS Utility Reports and Value Line Investment Survey. (Atachment 2) 
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Line 
- N O  

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

(A) (6) (C) (D) (€1 
CAPM COST OF 

- Premium Rates EQUITY CAPITAL BETA 
RISK-FREE Risk CAPM 

COMPANY RATE 

American States Water Co. 3.33% 0.70 X 5.47% - 3.83% 7.16% 

Aqua America, Inc. 3.33% 0.70 X 5.47% - 3.83% 7.16% 

California Water Service Group 3.33% 0.70 X 5.47% - 3.83% 7.16% 

Connecticut Water Service, Inc. 3.33% 0.65 X 5.47% 3.56% 6.89% 

Middlesex Water 3.33% 0.70 X 5.47% - 3.83% 7.16% 

- 
- 
- 
- - 
- 

SJW Corporation 3.33% 0.80 x 5.47% - 4.38% 7.71% 

York Water Company 3.33% 0.75 X 5.47% - 4.10% 7.43% 

- 
- 

Mean 7.24% 

Median 7.16% 

REFERENCES 

Column (A) - Federal Reserve Selected Interest Rates (Weekly) - H.15 - Treasury Constant Maturities 20-year 

Column (B) - Value Line Investment Survey Ratings and Reports July 18,2014 

Column (C ) - See testimony 
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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of Utility Source, 
LLC’s (“Company’) application for a permanent rate increase, filed with the Arizona 
Corporation Commission (“ACC’’ or “Commission”) on September 17, 201 3, RUCO 
recommends the following: 

Cost of Capital I Cost of Equity -RUCO continues to recommend a cost of capital of 9.25 
percent based on the preparation of three separate cost of capital methodologies that were 
presented in its direct testimony. RUCO continues to disagree with the 90 basis point risk 
premium adjustment that has been proposed by the Company. 
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INTRODUCTION 

Q. 

A. 

Q. 

4. 

Q. 

4. 

Please state your name, pos tion, employer and address. 

My name is Robert Mease and I’m Chief of Accounting and Rates for the Residential 

Utility Consumer Office. (“RUCO”) My business address is 11 10 W. Washington Street, 

Suite 220, Phoenix, AZ. 

Have you previously provided testimony in this docket? 

Yes. I provided direct testimony in this docket on September 4, 2014. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal comments related to 

my filing of Cost of Capital testimony as well as providing additional support for my 

recommendations. I will also comment on the Company’s recommendations. 

SUMMARY OF DIRECT TESTIMONY 

Q. 

4. 

Can you please provide a summary of your direct testimony in this case? 

Yes. RUCO recommended a weighted average cost of capital of 9.25 percent. My 

recommendation was based on preparing a Discounted Cash Flow Model (DCF), a 

Capital Asset Pricing Model (CAPM) and I also prepared a Comparable Earnings 

Analysis (CE). 

1 
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Q. 

4. 

Q. 

A. 

Can you please comment on the Company’s criticism of your DCF model? 

Yes. As Mr. Bourassa states in his testimony “the DCF model has a tendency to mis- 

specify investors required rate of return when market value of common stock differs 

significantly from its book value. The market-based DCF model will result in a total 

annual dollar return on book common equity equal to the total annual dollar return 

expected by investors only when market and book values are equal, but market 

values and book values of common stocks are rarely at unity.”‘ 

Do you agree with Mr. Bourassa’s assertion? 

No. The relationship between market-to-book ratios and the cost of equity has long 

been debated. It has been claimed that market based models, such as discounted 

cash flow, are only applicable when the market value of a company’s stock is 

approximately equal to its book value. Others have argued that the market-to-book 

ratio plays no role in the determination of the fair cost of common equity. This view 

maintains that the differences in the actual construction of market price and book 

value largely explain the difference in the two values. As a result, neither the 

overearning myth that market to book of greater than one implies excessive returns 

nor the underearning myth that market to book of greater than one understate the 

cost of common equity are correct. 

Mr. Bourassa’s Rebuttal Testimony, Page 23 
2 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Did the Company question your calculations in preparing the DCF model? 

Yes. Mr. Bourassa testifies that I did not provide an adequate explanation as to my 

8.7 percent composite median that I used in my overall DCF calculation. As stated 

in my direct testimony my calculations were based on four indicators of (1) Years 

2009-2013 earning retention; (2) Five year average in earnings per share; (3) Years 

201 4, 201 5, and 201 7 - 201 9 projections of earnings retention; and (4) Years 201 1 

- 2013 to 2017 - 2019 projections of EPS, DPS, and BVPS. You can see my 

calculations on Surrebuttal Schedule RBM-3, page 1 of I, Col. E, Line 20. When 

adding the median of the proxy group adjusted yield of 2.7 percent (Col. A) of RBM - 

3, to perspective per share growth of 6.0 percent (Col. E) the result is 8.7 percent. 

Have you changed the original results of the DCF Model as presented in your 

direct testimony as compared to the your schedules included in this filing? 

Yes. I have recalculated the results of my original DCF calculations from 8.68 percent 

to 8.71 percent. 

Did Mr. Bourassa criticize your CAPM model also? 

Yes. I calculated the cost of equity in my CAPM to be 7.25 percent. Mr. Bourassa 

believes that my analysis is flawed in at least five respects. First, I incorrectly relied 

upon a historical risk-free rate; second, I relied on historical measures of the market 

risk premium rather that a forward looking market risk premium; third, the market risk 

premium is measured on market indices of the largest publicly traded companies and 

no additional risk premium is recognized for being a smaller company; fourth, I use a 

3 
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historic geometric mean, which should not be used on a prospective model; and fifth, 

I used total returns on long-term government bonds in completing the market risk 

prem i um . 

Q. 

4. 

Do you concur with Mr. Bourassa’s statement that your model is flawed? 

No. I will reiterate once again the components that were used when calculating the 

cost of equity utilizing the CAPM. 

Risk Free Rate - I use the yields on long-term Treasury bonds since this matches the 

long-term perspective of the cost of equity analyses. Over this three-month period, 

these bonds had an average yield of 3.47 percent. 

Betas - The most recent Value Line betas have been used in my analysis for each 

company in my proxy group. 

Market Risk Premium - For the purpose of estimating the market risk premium, I 

considered alternative measures of returns of the S&P 500 (a broad-based group of 

large U.S. companies) and 20-year U.S. Treasury bonds. I compared the actual 

annual returns on equity of the S&P 500 with the actual annual yields of U.S. Treasury 

bonds. Schedule 6, of my direct testimony, shows the return on equity for the S&P 

500 group for the period 1978-2012 (all available years reported by S&P). This 

schedule also indicates the annual yields on 20-year U.S. Treasury bonds and the 

annual differentials (Le. risk premiums) between the S&P 500 and U.S. Treasury 20- 

year bonds. Based upon these returns, I conclude that the risk premium from this 

analysis is 6.6 percent. I next considered the total returns (Le. dividendslinterest plus 

capital gains/losses) for the S&P 500 group as well as for long-term government 

4 
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bonds, as tabulated by Morningstar (formerly I bbotson Associates), using both 

arithmetic and geometric means. I considered the total returns for the entire 1926- 

2012 period, which are as follows: 

S&P 500 L-T Gov’t Bonds Risk Premium 

Arithmetic 11.8% 6.1 % 5.7% 

Geometric 9.8% 5.7% 4.1 yo 

I conclude from this analysis that the expected risk premium is about 5.47 percent 

(i.e. average of all three risk premiums: 6.6 percent from Schedule 6; 5.7 percent 

arithmetic and 4.1 percent geometric from Morningstar). I believe that a combination 

of arithmetic and geometric means is appropriate since investors have access to both 

types of means and presumably, both types are reflected in investment decisions and 

thus, stock prices and the cost of capital. 

Q. 

A. 

Q. 

A. 

What is your conclusion concerning the CAPM COE? 

I have not adjusted cost of equity from my direct testimony and continue to 

recommend 7.25 percent using the CAPM analysis. 

In addition to calculating cost of equity using a DCF model and CAPM did you 

prepare an additional analysis? 

Yes. While understanding that the CAPM model may have limitations I did prepare 

a comparable earnings analysis. The CE method is designed to measure the returns 

5 
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expected to be earned on the original cost book value of similar risk enterprises, in 

this case the proxy company’s. While Utility Source is not a public company as is the 

proxy group, it still provides additional support that the company will be earning a fair 

rate of return. The analysis was prepared from the proxy companies that were used 

in preparing both the DCF model and the CAPM. 

REVIEW OF COMPANY’S DIRECT AND SURREBUTTAL TESTIMONY 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did Mr. Bourassa make a risk premium adjustment to his final cost of capital 

calculation due to the size of Utility Source? 

Yes. While he states in his rebuttal testimony that he has not made a specific 

adjustment for Utility Source, he goes on to say that “My recommendation of 11 .O 

percent, which is 70 basis points higher than the mid-point or my analysis of 10.3 

percent, is conservative given the risks of an investment in USLLC.”* 

So he has included a risk premium? 

Yes. It appears that he has included a risk adjustment of 70 basis points. 

Was the Company critical of Staff’s reference to a study prepared by Ms. Annie 

Wong that addressed the financial risk of smaller utility company’s? 

Yes. According to Mr. Bourassa ‘Staffs witnesses have repeatedly trotted out this 

one study to refute the notion that utilities like USLLC are more risky than the proxy 

‘ Mr. Bourassa’s Rebuttal Testimony, Page 7 
6 
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companies because they are considerably and significantly smaller.” Mr. Bourassa 

goes on to say that “Ms. Wong’s work, and its questionable conclusions, have found 

no greater audience than at public utility commissions where some party is trying to 

justify an unreasonably low ROE for a utility that is not publicly traded.’I3 

Q. 

A. 

Q. 

A. 

Does Mr. Bourassa refute the findings as presented by Ms. Wong? 

Yes. Ms. Wong’s study has been criticized soundly according to Mr. Bourassa. A s  

his principle support Mr. Bourassa references an article published by Dr. Thomas M. 

Zepp that concluded “when a stock is thinly traded, its stock price does not reflect the 

movement of the market, which drives down the covariance with the market and 

creates an artificially low beta estimate.” “Thus, Ms. Wong’s weak results were due 

to a flawed anal~sis.”~ 

Has Dr. Zepp presented testimony in any rate proceedings before the Arizona 

Corporation Commission? 

Yes. Dr. Zepp has provided expert cost of capital testimony before the ACC on 

several occasions. The most recent case being Arizona Water Company, in Docket 

No. W-01445A-11-0310. Staff questioned Dr. Zepp’s conclusions in five rate cases 

he has provided cost of capital testimony. In all cases Dr. Zepp has recommended a 

risk premium and in all five cases his recommended rate of return was not a d ~ p t e d . ~  

’ Mr. Bourassa’s Rebuttal Testimony, Page 19 
Mr. Bourassa’s Rebuttal Testimony, Page 20 

’ Transcript, Volume V, Docket No. W-01445A-11-0310, Pages 913 to  920 
7 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Didn’t Staff also ask Dr. Zepp if his recommendations, as testified to before the 

ACC, had ever been adopted? 

Per Dr. Zepp when asked that very question by Staff his response was  NO."^ 

What is your conclusion on Mr. Bourassa’s referencing Dr. Zepps article as 

published? 

While understanding that Dr. Zepp is a very well recognized expert in the field of 

providing utility cost of capital testimony, relying on his article to refute Ms. Wong’s 

study, may also be flawed. As noted, the times that Dr. Zepp has provided testimony 

in Arizona, his expert knowledge and recommendations have never been adopted. 

This could very well mean that while he is an expert in his field his recommendations 

and conclusions may be given little if any weight and not accepted in Arizona. 

Did Mr. Bourassa prepare a CAPM in his analysis? 

Yes, a CAPM was prepared by Mr. Bourassa. In his analysis he used 30-year long 

term Treasury bond rate of 4.40 percent. The Treasury yield as of October 1, 2014 

was 3.12 percent and has continued to drop throughout the month. Mr. Bourassa 

has overstated his yield rates significantly in his analysis and his cost of equity is 

overstated as a well. 

Transcript, Volume V, Docket No. W-01445A-11-0310, Page 920 
8 
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Q. 

4. 

Q. 

4. 

Can you please comment on Mr. Bourassa’s preparation of the DCF model 

included in his testimony? 

Yes. In reviewing his DCF model it appears that Mr. Bourassa has relied solely on 

analyst’s forecast of future earnings growth to forecast the DPS in his calculations. 

Analysts have the tendency to be very optimistic in forecasting earnings and relying 

only on analyst’s projections of growth will inflate the DPS component of the model 

and will has the effect of inflating the estimated cost of equity. 

Mr. Mease, does this conclude your surrebuttal testimony on cost of capital 

and rate of return for Utility Source, LLC? 

Yes it does. 

9 
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ATTACHMENT A 

Schedule 
Number 
RBM - 1 

TABLE OF CONTENTS - SURREBUTTAL 

Weighted Average Cost of Capital 

RBM - 2 Cost of Capital Summary Calculations 

RBM - 3 Discounted Cash Flow Model 

RBM - 4 Capital Asset Pricing Model 
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Utility Source, LLC 
Test Year Ending December 31,2012 
Docket No. WS-04235A-13-0331 

Line 
- No DESCRIPTION 

1 Long Tern Debt 

2 

WEIGHTED AVERAGE COST OF CAPITAL 

SURREBUTTAL 

Page 1 of 1 
RBM - 1 

WEIGHED 
- COST - COST 

$ - $  

3 Common Equity 9.25% 9.25'10 
4 

5 TOTAL CAPITALIZATION 9.25% 9.25% 
6 

7 

8 References: 

9 RBM-2, Ln 15 
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Cost of Capital Summarv Calculations 

Line 
No - 
1 DCF METHODOLOGY 

2 

3 

4 

5 CAPM METHODOLOGY 

6 

7 CAPM -Water Company Estimate 

8 

9 COMPARABLE EARNINGS 

10 

11 

12 

13 

14 

15 

16 

17 

18 References: 

19 

20 

DCF - Water Company Single Stage Constant Growth Model 

AVERAGE OF THE THREE METHODS (Avg. Lines 3, 7 and 11) 

PREMIUM ADJUSTMENT - See Testimony 

FINAL COST OF EQUITY / WEIGHTED AVERAGE COST OF CAPITAL 

Column A - Ln 3 

Column A - Ln 7 

RBM - 3, Col. E, Line 20 

RBM - 4, Col. E, Line 9 

21 Column A - Ln 9 RBM - 5 

SURREBUTTAL 

Page 1 of 1 
RBM - 2 

(A) 

8.71 Yo 

7.24% 

9.75% 

8.55% 

1-1 
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SURREBUTTAL 
Schedule RBM - 3 

Page 1 of 1 

Line 
No 
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 
13 
14 

15 

16 

17 
18 
19 

20 

21 
22 
23 
24 
25 
26 

COMPANY 

American States Water Co. 

Aqua America, Inc. 

California Water Service Group 
Connecticut Water Service, Inc. 

Middlesex Water 
SJW Corporation 

York Water Company 

(A) 

ADJUSTED 
YIELD 

2.7% 

2.6% 

2.8% 

3.0% 

1.5% 

2.6% 

2.8% 

(B) 
HISTORIC 

RETENTION 
GROWTH 

5.5% 

4.4% 

3.2% 

2.4% 

1.5% 

2.4% 

2.4% 

DCF ANALYSIS 
(C) (D) (E) 

PROSPECTIVE HISTORIC PROSPECTIVE 
RETENTION PER SHARE PER SHARE 
GROWTH GROWTH GROWTH 

5.5% 8.7% 6.5% 

6.5% 8.0% 7.7% 

4.3% 3.3% 6.3% 

3.7% 6.0% 4.5% 

3.0% 2.0% 3.0% 

3.8% 1.8% 6.0% 

4.2% 4.2% 5.0% 

(F) 
FIRST CALL 

EPS 
GROWTH 

2.0% 

5.8% 

6.0% 

5.0% 

2.7% 

14.0% 

4.9% 

(GI (HI 

AVERAGE DCF 
GROWTH RATES 

5.6% 8.3% 

6.5% 9.0% 

4.6% 7.4% 

4.3% 7.3% 

2.4% 3.9% 

5.6% 8.2% 

4.1% 6.9% 

Mean 

~~ 

2.6% 3.1% 4.4% 4.9% 5.6% 5.8% 4.7% 7.3% 

Median 2.4% 4.2% 4.2% 5.0% 4.6% 7.4% 

Composite-Mean 

~~ 

5.7% 7.0% 7.4% 8.1% 8.3% 7.3% 

Composite-Median 5.1 Oh 6.9% 6.9% I 8.7% I 7.7% 7.3% 

References: 
Value Line investment Survey 
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mber 31,2012 

Line 
- No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

SURREBUTTAL 
RBM - 4 

Page 1 of 1 

C A P M  

(A) (6) (C) (D) (E) 
RISK-FREE Risk CAPM CAPM COST OF 

COMPANY RATE - BETA emium Rates EQUITY CAPITAL 

American States Water Co. 3.33% 0.70 X 5.47% 3.83% 7.16% - - 
Aqua America, Inc. 3.33% 0.70 X 5.47% - 3.83% 7.16% - 
California Water Service Group 3.33% 0.70 X 5.47% - 3.83% 7.16% 

Connecticut Water Service, Inc. 3.33% 0.65 X 5.47% - 3.56% 6.89% 

Middlesex Water 3.33% 0.70 X 5.47% - 3.83% 7.16% 

SJW Corporation 3.33% 0.80 x 5.47% 4.38% 7.71% 

- 
- 
- 
- - 

York Water Company 3.33% 0.75 X 5.47% 4.10% 7.43% - - 

Mean 7.24% 

Median 7.16% 

Column (A) 

Column (8) 

Column (C 

References: 

Federal Reserve Selected Interest Rates (Weekly) - H.15 - Treasury Constant Maturities 20-year 

Value Line Investment Survey Ratings and Reports July 18, 2014 

- See testimony 
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SURREBUTTAL 

Page 1 of 1 
RBM - 5 

PROXY UTILITIES 

RATES OF RETURI ON AVER SE COMMON EQUIT. - COMPARABLE EARNINGS 

COMPANY 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

Value Line Water Group 

American States Water Co. 14.0% 11.7% 9.5% 10.0% 10.0% 9.4% 9.5% 10.2% 9.6% 10.5% 
Aqua America, Inc. 11.0% 11.4% I l .2% 12.0% 11.8% 12.5% 14.2% 13.8% 13.0% 14.0% 
California Water Service Group 10.4% 12.6% 10.6% 10.0% 12.6% 14.5% 11.0% 11.4% 10.3% 7.5% 
Connecticut Water Service, Inc. 12.1% 12.5% 12.6% 12.7% 12.4% 12.3% 12.2% 12.4% 11.8% 13.3% 
Middlesex Water 11.7% 12.6% 12.1% 12.0% 10.3% 11.2% 10.7% 10.2% 6.5% 9.0% 
SJW Corporation 11.8% 11.8% 9.6% 10.8% 16.2% 12.0% 11.6% 11.1% 9.6% 9.5% 
York Water Company 11.9% 12.6% 11.7% 10.7% 11.1% 10.9% 10.3% 10.3% 11.9% 11.5% 

Mean 11.8% 12.2% 11.0% 11.2% 12.1% 11.8% 11.4% 11.3% 10.4% 10.8% 

Median 11.8% 12.5% 11.2% 10.8% 11.8% 12.0% 11.0% 11.1% 10.3% 10.5% 

~ ~ ~ ~ ~~~~ 

Source. AUS Utility Reports and Value Line Investment Survey. 

COMPANY 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Value Line Water Group 

American States Water Co. 9.6% 5.6% 8.0% 10.4% 8.2% 9.3% 
Aqua America, Inc. 13.9% 12.3% 11.4% 11.5% 11.0% 10.0% 
California Water Service Group 9.6% 8.7% 9.8% 9.3% 7.6% 4.9% 
Connecticut Water Service, Inc. 11.6% 11.2% 11.4% 12.0% 7.5% 8.9% 
Middlesex Water 9.8% 8.2% 8.3% 8.4% 8.6% 8.8% 
SJW Corporation 9.4% 9.8% 11.3% 11.5% 18.2% 8.3% 
York Water Company 16.7% 11.7% 12.2% 11.8% 10.5% 9.7% 

7.2% 
9.6% 
10.1% 
9.2% 
8.8% 
11 2 %  
9.4% 

8.8% 9.0% 
9.6% 10.9% 
7.4% 8.8% 
9.7% 8.8% 
7.0% 9.0% 
6.0% 9.6% 
9.6% 10.0% 

Mean 11.5% 9.6% 10.3% 10.7% 10.2% 8.6% 9.4% 8.3% 9.4% 

11 .7% 
11.8% 
8.5% 
9.7% 
7.6% 
8.0% 
9.7% 

9.6% 

Median 

~ ~ ~ ~~~~~ 

9.8% 9.8% 11.3% 11.5% 8.6% 8.9% 9.4% 8.8% 9.0% 9.7% 

COMPANY 
1992-2001 2002-2008 2009-2012 

2012 Average Average Average 2013 2014 2016-2018 

Value Line Water Group 

American States Water Co. 11.8% 10.4% 8.3% 10.3% 12.5% 12.0% 11.5% 
Aqua America, Inc. 13.0% 12.5% 11.4% 11.3% 12.0% 12.0% 12.5% 
California Water Service Group 9.8% 11.1% 8.6% 8.6% 7.0% 8.0% 9.5% 
Connecticut Water Service, Inc. 11.2% 12.4% 10.3% 9.9% 9.0% 9.5% 8.5% 
Middlesex Water 7.5% 10.6% 8.7% 7.8% 8.0% 8.5% 9.0% 

York Water Company 9.1% 11.3% 11.7% 9.6% 9.5% 10.0% 10.0% 
SJW Corporation 8.6% 11.4% 11.4% 8.1% 8.5% 8.5% 8.5% 

Mean 10.1% 11.4% 10.0% 9.4% 9.5% 9.8% 9.9% 

Median 9.8% 11.3% 9.9% 9.3% 9.0% 9.5% 9.5% 



Votcimetric sewer pricing is the simple concept of billing a customer for the volume of water discharged to the 
sewer based on the water meter reading-water the customer actually uses as opposed to a flat charge. The 
less water a customer uses, the less the bill will be. As a result, wastewater volumetric rates provide important 
incentives for water efficiency to customers and offer a more fair pricing structure. According to a study 
commissioned by the Natural Resources Defense Council (NRDC), converting flat-rate residential customers to 
volumetric rates could eventually save California nearly 100 billion gallons of water per year, a significant benefit 
to both water suppliers and wastewater treatment agencies. 

For more Michelle Mehta 
information, rnrnehta@nrdc.org 
please C contact: switchboard.nrdc.org/ 

THE EARTH'S BEST DEFENSE + blogs/rnmehta 
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THE NEED FOR VOLUMETRIC 
WASTEWATER PRiCiNG 
Although roughly 90 percent of California households served 
by a public water supplier pay for drinking water through a 
volumetric rate applied to metered water deliveries, about 
70 percent of such California households pay for sewer 
service through a flat, non-volumetric charge. Whiie fixed 
charges may be simple, they do not distinguish between 
customers within the same class who produce larger amounts 
of wastewater and those who produce smaller amounts. 

Fixed charges also do not provide signals to customers 
about the potential monetary savings from water use 
efficiency, or onsite treatment and reuse. With sewer charges 
equal to or greater than water charges in many jurisdictions, 
the price signal rewarding water efficiency is being cut in half 
for the majority of California households. 

7imely adoption o f  volumetric wastewater 
pricing would contribute 10% of the 38 
GPCD needed by 2020 for the state to 
comply with the Water Conservation Act 
of 2009, counting short-run savings alone. 

With California's landmark Water Conservation Act 
of 2009 now requiring that per capita urban water use be 
reduced by 20 percent by 2020, water suppliers throughout 
the state are looking for additional ways to achieve water 
savings; cooperation with wastewater agencies is one such 
means. Thus, converting to volumetric sewer pricing can 
save water in addition to providing more equitable 
wastewater financing. 

wastewater agencies by reducing flows, which can: 

WJ Help to preserve wastewater treatment capacity, 

Moreover, volumetric wastewater pricing benefits 

and thereby postpone or eliminate the need for costly 
additional treatment plants. 

E Reduce operating costs. 

Reduce sewer overflows, which endanger public health 
and the environment. 

THE WATER SAVINGS FROM VOLUMETRIC 
WASTEWATER PRICING ARE QUANTIFIABLE 
AND SUBSTANTIAL 
A recent study by A&N Technical Services commissioned 
by NRDC quantifies the effect of shifting residential sewer 
service billing in California, from collections based on flat 
charges to a billing system based on the volume of water 
consumption.' The analysis uses statewide water and 
wastewater data compiled by the State Water Resources 
Control Board (SWRCB) and the California Department of 
Water Resources (DWR), as well as price elasticity estimates 
from the literature on the topic. The potable water savings 
from switching to volumetric wastewater pricing are 
quantifiable, and the savings are impressive. 

Converting residential customers to volumetric 
wastewater pricing can save California approximately 
141,000 acre-feet per year (AFY) in the short term (a one 
to four year period), and over 283,000 AFY in the long term 
(over a 10 to 20 year period; see Table 1). An acre-foot of 
water is enough to supply up to eight individuals-one to two 
families-in California for a year. The savings are more over 
the long term because demand is more elastic in the long 
run (customers can replace water-using fixtures with more 
efficient ones) than in the short run (customers can mainly 
change their behavior). 



The challenges that a wastewater 
agency might anticipate in converting to 
volumetric pricing can be addressed with 
a modest investment of time and effort. 

North Coast 

San Francisco 
Bay 
Central Coast 

South Coast 

Sacramento 
River 

22,335 71 5 1,429 

782,250 25,025 50,051 

123,283 3,944 7,888 

2,173,581 69,536 139,073 

588,625 18,831 37,662 

San Joaquin 180,141 5,763 1 1,526 
River 

Tulare Lake 51 6,986 16,539 33,078 

Lahontan 
1,770 

South 
Lahontan 

Colorado 
River 

9,753 312 624 

29,331 938 1.877 

California 
(Total) 

The savings can also be expressed as gallons per capita per 
day (GPCD). For California as a whole, simply converting to 
volumetric wastewater pricing could save four GPCD in the 
short run and seven GPCD in the long run. Thus, the timely 
adoption of this one simple measure would contribute 10 
percent of the 38 GPCD water savings needed by 2020 for 
the state to comply with the Water Conservation Act of 2009, 
counting the short-run savings alone? 

4,428,055 - 141,700 -283,400 

I ~ P L E M E ~ T A T I O N  CHALLENGES 
CAN BE OVERCOME 
Cities across California, including Los Angeles, San Diego, 
Long Beach, and San Luis Obispo, and across the country, 
including New York, Boston, Atlanta, Houston, Philadelphia, 
and Seattle, already use volumetric wastewater pricing. 
Momentum is building in other areas to convert-for one 
thing, the California Urban Water Conservation Council's 
best management practices require signatories that provide 
both water and wastewater service to adopt volumetric sewer 
 rate^.^ Second, the rising cost of providing wastewater service 
has encouraged consumers to ask for volumetric rates, which 
are more equitable and affordable for conserving customers. 

The challenges that a wastewater agency might anticipate 
in converting to volumetric pricing can be addressed with a 
modest investment of time and effort. Separate sewer meters 
are not necessary. Residential customers with volumetric 
sewer rates are typically billed for sewer service based on the 
amount of water use recorded by the water meter serving 
the home. This method uses a meter reading for the winter 
months (when outdoor use is at its lowest) as a basis for the 
amount of water that enters the sewer system from the home 
throughout the year. 



The water savings resulting from 
volumetric wastewater pricing will benefit 
wastewater agencies by reducing operating 
costs, helping to preserve waste water 
treatment capacity, and helping to reduce 
sewer overflows. 

Wastewater agencies will collect customer water use CONCLUSION 
data from water suppliers with whom they have common 
residential customers. Data-sharing is already in place 
between many water and wastewater agencies for the large 
commercial and industrial customers that they have in 
common. Further, wastewater agencies can continue to use 
a combination of fixed charges and variable charges in order 
to ensure a stable revenue stream. Using winter usage for 
billing purposes year-round will also help maintain stable 
revenues for wastewater agencies. 

Explaining the new rate structure to the community will 
be a particularly important aspect of conversion. Agencies 
that have successfully converted undertook community 
outreach and public hearings to ensure that their customers 
understood the benefits of converting; namely, that 
customers would be much more in control of their rates 
based on their own water usage. While this initial public 
outreach and billing system change can take some time 
and effort, administering the new rate structure is 
comparatively routine. 

These and other issues are discussed further involumetric 
Wastewater Pricing Frequently Asked Questions, available on 
NRDC’s web site.5 

The water savings resulting from volumetric wastewater 
pricing will benefit wastewater agencies by reducing 
operating costs, helping to preserve wastewater treatment 
capacity, and helping to reduce sewer overflows. If done 
correctly, the pricing of water and wastewater service can 
be a powerful signal to consumers about the cost of water 
and wastewater infrastructure, and the scarcity of water 
resources. Converting to volumetric wastewater pricing 
is an efficient, relatively low-cost way of saving California 
billions of gallons of water each year, saving money for water 
suppliers, wastewater treatment agencies, and the customers 
they both serve. 

1 Chesnutt TW. Volumetric Pricing for Sanitary Sewer Service in the State of California. Encintas. CA; A & N Technical Services, 201 1. http://docs.nrdc.org/water/files/~at~ll121301a.pdf 

* Modified from Chesnutt. note 1. 

Statistics in Canada reveal an even more dramatic water conservation response when pricing is converted from a flat rate structure to a volumetric structure. Consumption there is 70 to 80% 
lower nationally under volumetric rates than flat rates. Source: 2008 Municipal Water Pricing: 2004 Slatistics, p. 8. Gatineau, QC; Environment Canada: 2008. ec.gc.ca/Publications/default. 
asp?lang=En&xml=OB6Ei’4B6~0421-4170-9FCF-9A7BC4522C54. 

California Urban Water Conservation Council. Memorandum of Understanding Regarding Urban Water Conservation in California; [see BMP 1.4, Retail Conservation Pricing, Part It-Retail 
Wastewater Rates]. Sacramento, CA; California Urban Water Conservation Council. 2010. 

Natural Resources Defense Council Volumetric Wastewater Pricing Frequently Asked Questions New York, NY, Natural Resources Defense Council 201 1 
http I lwwwnrdc org/water/volumetric-pricing asp 

t3 P r i n t e d  on r e c y c l e d  paper 0 Natural Resources D e f e n s e  C o u n c i l  January 2012 www.nrdc.orglpolicy 
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Attachment 6.4. 

JLK 6.16 
Business Plan submitted in response to Staff Data Request JLK 6-8, please provide data 
in support of the need for a standpipe in the community or communities to be served by 
this facility. Was it requested by existing ratepayers? If so, please explain. 

Standpipe and CC&N - If not clearly addressed or explained in the 

Response: 
there is no need for them to haul water. Therefore, they did not request the water 
hauling standpipe. Water haulers and contractors have made the request for the 
service. 

Existing ratepayers receive water through the distribution lines, so 

JLK 6.17 
of all letters or other correspondence generated by the Company to announce or market 
the availability of this new facility? Identify the costs incurred in developing or sending 
out these announcements and identify how, and when, these costs were recorded on the 
Company books and records? 

CoPtcsnondcnce Regarding Sfandpipe Service Availability - Provide a copj 

Response: The Company has not marketed the standpipe operation. 

JLK 6.18 Reasonableness of Proposed Standpipe Rate - Please provide full support 
for the reasonableness of the Company’s request for a tariffed billing rate of $2 1.75 per 
1,000 gallons for the deliveries through this new water distribution center. 

Response: The Company will need to recoup its investment. Further, the supply 
wells are deep and require a vast amount of power to lift water to the standpipe. 
Consistent with common practices adopted by this Commission, the standpipe rate 
is the highest commodity rate. 

JLK 6.19 Revenue for Standpipe - Explain where in the Company’s pending rate 
application and proof of revenues, the additional revenues from this water distribution 
center have been quantified and identified. 

Response: 
sales. The Company has made no pro forma adjustments for bulk water sales 
because it is not known and measurable. 

The Company’s bill count includes approximately $3,500 in bulk water 

JLK 6.20 
Company’s investment in well #4 was approximately $730,000 at the time of the last rate 
case and this investment level has now grown to almost $1,500.000. Identify and fully 

Portion of Well No. 4 Related to Standpipe - Staff notes that the 
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explain and discuss the portion of this incremental investment made in whole, or in part, 
to support water deliveries through this new distribution center? 

Response: Well No. 4 was in no way developed for standpipe operations. 

RESPECTFULLY SUBMITTED this 7' day of August, 2014. 

MOYES SELLERS & HENDRICKS LTD. 

Steve Wene 

Copies of the foregoing electronically 
sent this 7th day of August, 2014 to: 

Jorn L. Keller, Utilities Division 
j keller@azcc. aov 

Wesley C. Van Cleve, Legal Division 
wvancIeve0,azcc.gov 
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Meeting with Ponderosa Fire Station Staff Transcript 

Ponderosa Fire Station 

P.O. Box 16358 

Bellemont, Az. 

920-773-8933 

Interview with Fire Fighter Sal Unale on July 16,2014 1100 hrs: 

Q. How many times a year has your crew experienced fire hydrant failure? 

A. At least four times a year. We had an instance were a hydrant went from 40 PSI to 
zero recently. 

Q. How long ago was that? 

A. I think a year ago. 

Q. How recently was it when you had hydrant failure during an engine test? 

A. Two or three months ago. 

Q. Is the hydrant failure documented? 

A. No. We call Jeremy (McCaleb). 

Q. Typically, how long are the hydrantdpumps down until repaired? 

A. One to two days. 

Interview with Chief Mark Sachara on July 29,2014 1200 hrs: 

Q. Does more than one fire hydrant fail testing, per test day? 

A. Yes. If one fails, than all are out. 

Q. Why? 



Docket Number: WS-04235A-134331 

A. Not enough pump pressure at the pump house. 

Q. Is fire hydrant failure documented? 

A. No. We call Jeremy (McCaleb). 

Q. Has Ponderosa Fire ever documented failure issues with Utility Source? 

A. I sent a letter to the County (Coconino) two years ago documenting pump and 
hydrant issues. 

Q. Have you ever met with Utility Source about these issues? 

A. Only talked with Jeremy (McCaleb) over the phone. 

Q. What is the main issue? 

A. When the power shuts off, there is no pump pressure because the pump house 
doesn’t have a back-up generator. 

Q. How many pumps are there? 

A. Two. One is for residential use and the other for commercial/hydrant use. 

Q. Besides electrical failure what is another reason the commercial pump would fail? 

A. Mechanical failure with the pump itself. 

Q. We had a power outage on July 28, 2014 in the mid-afternoon for about 50 minutes. 
Were the hydrantdpumps working? 

A. No. None of the pumpshydrants would have been working at that time. 
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Terrv Fallon 

From: "Mark Sachara" <mark.sachara@ponderosafire.org~ 
To: <tfIeb@q.com> 
Sent: 
Attach: 201 407291 32825785.pdf 
Subject: Hydrant Issues 
TWY 
I a p p i a t e  your concern regarding the fire hydrants in the neighborhood and I am following up with 
the earliest date I had contact with Utility Source when we noticed a low pressure situatioa I do not feel 
it is appropriate to send the exact correspondence, but can tell you it was on October 31,201 1. Within a 
week prior to the October 3 1 st letter of notification, fire department personnel discovered that the fire 
hydrants did not have adequate pressure to supply water needed for kfighting. Since the first 
observation of low pressure, there have been at least two other occasions where the fire department 
notified Utility Source of low pressure. It is my understanding that adequate repairs have been made. 
The County Subdivision Ordinance adopted in May 1982, particularly Section 6.4.1 , is attached in this 
email. The hydrants in FlagstaffMeadows did not meet the minimum flow requirements in October 
201 1. Further, the fire code adopted by the fire district requires hydrants to be maintained in an 
operative condition at all times (International Fire Code sections 507.1 and 507.2). 
I hope this informtion is what you were looking for and if you need additional information please don't 
hesitate to contact me. 
Sincerely, 
Mark Sacham 

Tuesday, July 29,2014 1:28 PM 

-- 
Mark Sachura, Chief 
Ponderosa Fire District 

mark.sachara@,ponderosafire.org 
928-773-8933 

713 0120 1 4 

mailto:mark.sachara@,ponderosafire.org
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Case No. S-01-01 
Page Four 

17. 

18. 

,19. 

20. 

21. 

The developer shall install all required street identification and traffic control signs in 
accordance with the M a n d  of Uniform Traf%ic Control Devices and subject to the approvd 
of Coconino County Public Works. 

A letter from a solid waste collection company shall be submitted stating that service is 
available to this subdivision. 

Perimeter fences adjacent to national forest boundaries &e subject to Forest Service approval 
prior to final plat application. A six-foot masonry wall will be required along the entire 
length of the fiontage road. 

A one-foot no access easement shall be provided along the frontage road for all adjacent lots 
so that all lots gain access fiom interior streets. 

A cash deposit, letter of credit, perfomance bond, or other acceptable financial security shall 
be made with submittal of the fmal plat application for the costs of any improvements not 
already completed plus a 10% contingency. Improvements include, but are not limited to, all 
roadways including off-site road improvements, pedestrian pathways, drainage structures, 
water and wastewater systems, hydrants, fencing, utilities, traffic control signs, and street 
identification signs. The financial security shall be posted for a specific time period, during 
which time all required improvements shall be completed, unless a time extension is granted. 

SECTION 4: In a separate motion the Planning and Zoning Commission approved the 
following waiver(s) of the Coconino County Subdivision Ordinance: 

1. Section 5.3 .G provides that no lot shall have double frontage except where necessary to 
provide separation of residential development from traffic arterials or to overcome 
topographic or orientational difficulties. 35 lots along the fiontage road are double-fronted 
lots. 

2. Section 5.2.A requires a minknum 15O-foot curve radius for local streets. There are three 
locations on the eastern side of the subdivision with a 42-foot curve radius. 

SECTION 5:  The Secretary shall certify to the adoption of this Resolution and shall transmit 
a copy to the applicant(s). 

Resolution No. 2101 
CaseNo. S-01-01 

B 117 
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Page Five 

ADOPTED and APPROVED this 30* day of January. 2001 

Chairman, Coconino County 
Planning and Zoning Commission 

I hereby certig that the foregoing is a true copy of a Resolution adopted by the Planning and 
Zoning Commission of Coconino County at a regular meeting thereof held the 3ofhday of Januar~, 
-¶ 200 1 by the following vote of the Commission: 

CONDITIONS: 

AYES: 

NOES: 

ABSTENTIONS: 

WAIVERS: 

AYES: 

NOES: 

ABSTENTIONS: 

ABSENT: 

Copley, Flores, MacDonald, C. Taylor, N. Taylor, Watters 

Burke 

None 

Copley, Burke, Flores, MacDonald, C. Taylor, N. Taylor, Watters 

None 

None 

Crosman 

Secretary, Coconino County 
Planning and Zoning Commission 

4 117 



RESOLUTION NO. 2342 

A RESOLUTION OF THE 
COCONINO COUNTY 

PLANNING AND ZONING COMMISSION 

RECOMMENDING APPROVAL OF A PRELIMINARY SUBDIVISION PLAT 

The Planning and Zoning Commission of Coconino County does resolve as follows: . 

SECTION 1: The Planning and Zoning Commission does hereby find and determine that an 
application was duly initiated by Greenfield Land Develotment, Gilbert, AZ (Case No. S-03-04), 
with respect to the real property described as follows: 

23 acres in the Planned Community Zone in an area designated for single family 
residential use, is located east of the Bellemont truck stop and is identified as 
Assessor's Parcel Number 204-07-140, 

requesting Preliminary Plat approval (Flagstaff Meadows, Unit II, for 89 lots); that a hearing was 
duly set for May 27,2003 at 5:OO P.M. in the Board of Supervisors' Meeting Room, Coconino 
County Administrative Center, Flagstaff, Arizona; and a notice of the date, time, place and purpose 
of aforesaid hearing was posted in the area; that a hearing was duly held at aforementioned time and 
place. 

SECTION 2: The Planning and Zoning Commission further finds and determines that facts 
DO exist as required in the Coconino County Subdivision Ordinance justifying the recommendation 
for approval of the Preliminary Plat. 

SECTION 3 : Based on the aforementioned findings, the Commission hereby recommends to 
the Board of Supervisors with respect to the real property described in Section No. 1 above that the , 

Preliminary Plat be approved subject to the following conditions: 

1. All conditions of approval of Case No. S-01-01 as reflected in Board of Supervisors 
Resolution No. 2001-19 shall remain in full force and effect except as modified herein. 

2. The total number of lots of FlagstafTMeadows (including Units I and 11) shall be limited to 
222 single family residential lots, in addition to the commonly-held tracts identified for 
landscaping, drainage, and public utilities. The loh/tracts of Unit 11 shall be 
numbered/lettered consecutively as a continuation of those for Unit I. 

3. All interior streets shall include aminimum of 50-foot right-of-way, as well as SO-foot radius 
cul-de-sac right-of-way, and shall otherwise meet all applicable County design standards 
subject to the approve of the Public Works Department. 

i 



Resolution No. 2342 
Case No. S-03-04 
Page Two 

4. The proposed 700-foot cuI-de-sac shall be shortened to 600 feet to meet the County design 
standards, and the lots at the end shall be redesigned as necessary and in accordance with the 
development standards of the RS-6000 Zone. 

5. Street names in Unit 11 shall not duplicate any street names in Unit I, and shall otherwise be 
subject to the stipulations on Condition No. 14 in Resolution No. 2001-19. 

6. A revised final plat application shall be submitted for Unit I to add the minimum cul-de-sac 
radius right-of-way where Greenfield Drive no dead ends, and to eliminate the excess stub of 
Flagstaff Meadows Drive at the entrance to Unit I. 

SECTION 4: The Secretary shall certify to the adoption of this Resolution and shall transmit 
a copy to the applicant(s). 

ADOPTED and APPROVED this 27* day of May, 2003 

i 

Chairman, Coconino County 
Planning and Zoning Commission 

I hereby certify that the foregoing is a true copy of a Resolution adopted by the Planning and . 
Zoning Commission of Coconino County at a regular meeting thereof held the 
the following vote of the Commission: 

of May. 2003, by 

AYES: 

NOES: None 

Sacher, Barotz, Buzzard, Cooper, Flores, Garcia 

ABSTENTIONS: None 

ABSENT: Taylor, Crosman 

Secretary, Coconino County 
Planning and Zoning Commission 
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6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

Street names, none of which duplicate any other street names in the FlagstafYWilliams areas, 
shall be required on the final plat. Proposed names are subject to the approval of Community 
Development. 

The CC&Rs shall require the postings of street numbers on each residence at least four 
inches in height and visible fiom the street. 

An'owners' association shall be established under the CC&R's. The owners' association 
shall be duly incorporated and shall be solely responsible for maintenance of roads, 
drainage tracts and proposed open spaces. The CC&R's shall empower the owners' 
association to make equitable assessments against lots to pay for any such maintenance 
and to impose liens against lots to secure payment of such assessments. 

The final plat shall show the area and proposed use of all common tracts not a part of any 
individual lots. 

During construction of roadways, installation of utilities, etc., dust control measures shall be 
implemented as needed. 

A letter fiom a solid waste collection company shall be submitted indicating that service is 
available to the subdivision. 

All disturbed areas that are not otherwise landscaped shall be revegetated with hydroseeding 
or planting of other suitable ground cover. 

A landscape plan for all tracts and common areas shall be submitted prior to fmal plat 
approval subject to approval of the Director of Community Development. 

An eight foot masonry sound wall shall be provided along the property line bordering the 
interstate highway right-of-way. Design of the wall is subjectto the approval of the Director 
of Community Development. All other perimeter fencing and fencing of lots adjacent to 
drainage channels and wafer features shall be as described in the development proposal and 
all designs are subject to approval of the Director. 

There shall be a small neighborhood park on Tract 1 with plans for the park to be submitted 
with the final plat application. 

The project shall conform to the requirements for Lighting Zone II. A Eighting permit shall 
be required for each building phase. 

No on-street parking shall be allowed. 

r3 I 13 



18. In accordance with section 4.14 of the Subdivision Ordinance, all improvements must be 
completed prior to submittal of a final plat or a cash deposit, letter of credit, performance 
bond, or other acceptable financial security shall be required for the costs of any 
improvements and construction not completed, plus a 10% contingency. This includes, but is 
not limited to, all roadways, drainage structures, utilities, traffic control signs, street 
identified signs, fencing, and landscaping. 

BY SEPARATE MOTION the Board approved the following waivers from the 
Subdivision Ordinance: 

1. 

2. 

To allow a 32 foot right-of way in lieu of the required 50 foot minimum. . 

To allow a short (less than 150 feet) dead end roadway without a minimum 50 foot radius 
turnaround at the end. 

PASSED and ADOPTED this &day of May 2003. 

ATTEST: 

Deborah Hill, Chair 
Coconino County Board of Supervisor 

APPROVED AS TO FORM: 
TERENCE C. HANCE, COUNTY ATTORNEY 

By: 
Clerk, Board of Supervisors Deputy County Attorney 
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SECTION 17 LIGHTING 

Section 17.0: mvDose and Intent 

.Legislative Intent 

A. 

B. 

C. 

‘ft is hereby found that the topography and atmospheric 

/” 
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1 Ter Fallon 

From: "Adam Whitman" <adam@sterlingrem.com* 
To: "'Terry Fallon"' <tReb@q.com> 
Sent: 
Subject: RE: Big favor 
Hello Terry, 
1. A good average is that 75 HOA members are late on their monthly dues each month. 
2. We are guessing that there has been around 15 foreclosures and short sales in the POA in the last two years. 
Keep in mind, we are not always aware of these situations. You would need to peruse county records to get a 
complete number. 
3. We currently have 12 accounts in actual collections with the attorney's office. 
4. At this time, 5 of the 12 accounts are making payments. 
Thank you. 

Sincerely, 

Tuesday, August 12,2014 12:17 PM 

? .  

+::*,*. ;i ,,',-7&.* 

Adam Whtbnan / Pmpem, Manapw 
Mice Hutciuns/Bmker 
sterling Real E&& Management 

Fax: (928) 7739766 
ptwne. (928) 773-0690 

Adam@SterIinarern.com 

If you have an emergency call Sterling Real Estate Management at (928) 773-0690. 

From: Terry Fallon [mailto:tfleb@q.com] 
Sent Tuesday, August 12,2014 11:14 AM 
To: Adam Whitman 
CC: Erik Nielsen 
Subject: Big favor 

Hey Adam, I need you to do me a big favor. Can you answer these questions? 

I) How many HOA members are behind in their monthly dues typically? 

2) How many foreclosures and short sales have there been in Bellemont the last two years? 

3) How many members do we have in collections? 

4) How many of those are making payments to the HOA at this time? 

I don't need names or addresses obviously, just numbers. I want to protect these folks privacy 
but need the numbers for the Utility Source hearings. I don't need this yesterday but as soon 
as possible, when you can. Thanks! - Terry 

1% 
8/12/2014 

mailto:Adam@SterIinarern.com
mailto:tfleb@q.com
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2013 Annual Drinking Water Quality Report For 
--7 Flagstaff Meadows Water System 4- 

Public Water System Number: A20403300 
2. 

Esta es infonnacidn importante. Si no la pueden leer, 
necesitan que alguien se la traduzca. 

Well name 

We are pleased to present to you this year’s water quality 
report. Our constant goal is to provide you with a safe and 
dependable supply of drinking water. We are pleased to report 
that our drinkiig water is safe and meets all federal and state 
requirements. 

General Information About Drinkinp Water 
All drinkiig water, including bottled water, may reasonably be 
expected to contain at least small amounts of some 
contaminants. The presence of contaminants does not 
necessarily indicate that the water poses a health risk. Some 
people may be more vulnerable to contaminants in drinking 
water than the general population. Immuno-compromised 
persons such as persons with cancer undergoing 
chemotherapy, persons who have undergone organ transplants, 
people with HIV-AIDS or other immune system disorders, 
some elderly, and infants can be particularly at risk of 
infections. These people should seek advice about drinking 
water fiom their health care providers. For more information 
about contaminants and potential health effects, or to receive a 
copy of the U.S. Environmental Protection Agency (EPA) and 
the U.S. Centers for Disease Control (CDC) guidelines on 
appropriate means to lessen the risk of infection by 
Cryptoporidium and microbiological contaminants call the 
EPA Safe Drinking Water Hotline at 1-800-426-4791. 

Location Depth in feet 

The sources of drinking water (both tap water and bottled 
water) include rivers, lakes, streams, ponds, reservoirs, 
springs, and wells. As water travels over the surface of the 
land or through the ground, it dissolves naturally occurring 
minerals and, in some cases, radioactive material, and can pick 
up substances resulting from the presence of animals or fiom 
human activity. Contaminants that may be present in source 
water include: 

Dw 1 
Dw2 
Dw3 
Dw4 

Microbial contaminants, such as viruses and bacteria that 
may come from sewage treatment plants, septic systems, 
agricultural livestock operations, and wildlife. 
Inorganic contaminants, such as salts and metals, which 
can be naturally-occurring or result fiom urban 
stormwater runoff, industrial or domestic wastewater 
discharges, oil and gas production, mining, or farming. 
Pesticides and herbicides that may come from a variety 
of sources, such as agriculture, urban stormwater runoff, 
and residential uses. 
Organic chemical contaminants, including synthetic and 
volatile organic chemicals, which are byproducts of 
industrial processes and petroleum production, and also 
may come from gas stations, urban stormwater runoff, 
and septic systems. 
Radioactive contaminants, that can be naturally 
occuning or be the result of oil and gas production and 
mining activities. 

North of Bellemont Hotel 2440 
West of Pilot Travel Center 2 100 
West of Pilot Travel Center 2825 
East of Flagstaff Meadows 2900 

In order to ensure that tap water is safe to drink, the Arizona 
Department of Environmental Quality prescribes regulations 
limiting the amount of certain contaminants in water provided 
by public water systems. The Food and Drug Administration 
regulations establish limits for contaminants in bottled water. 

I Swl I West of Pilot Travel fa-+-- 

sw2 1 West of  Pilot Travel ~ G i i L c i  

sw3 I West of Pilot Travel Center , -7” I 

In 2003, the Arizona Department of Environmental Quality 
(ADEQ) completed a Source Water Assessment of the 
Flagstaff Meadows Water System PWS# 03-300.The 
Assessment reviewed the adjacent land uses that may pose a 
potential risk to the wells. The result of the Assessment was a 
low risk to the source. Residents can help protect sources by 
taking hazardous household chemicals to hazardous material 
collection sites, and limiting pesticide and fertilizer use. 

The complete Assessment is available for inspection at the 
ADEQ, I 110 West Washington Street, Phoenix, Arizona 
85007, between the hours of 8:OO a.m. and 5:OO p.m. 
Electronic copies are available fiom ADEQ at 
dml@,azdea.gov or visit the ADEQ’s Source Water 
Assessment and Protection Unit website at: 
www.azdea.gov/envuon/waterldw/swaD.html. 

You may also contact Heather Miller at 1-602-771-4636 at 
ADEQ for more information, or call Utility source’s office at 
1-866-768-3500 to request information. 

Terms and Abbreviations 
To help you understand the terms and abbreviations used in 
this report, we have provided the following definitions: 

Part% per million (bpm) or Milligrams per liter (mgn) - 
one part per million corresponds to one minute in two 
years or a single penny in $1 0,000. 
Parts per billion (bpb) or Micrograms per iiter @g/L)- 
one part per billion corresponds to one minute in 2,000 
years, or a single penny in $10,000,000. 
Parts per trillion @pi) or Nanograms per liter 
(nanogradL) - one part per trillion corresponds to one 
minute in 2,000,000 years, or a single penny in 

Parts per quadrillion (bpd or Picograms per liter 

e 

e 

$10,000,000,000. 
e 

mailto:dml@,azdea.gov


@icogramdL) - one part per quadrillion corresponds to 
one minute in 2,000,000,000 years or one penny in 
$1 0,000,000,000,000. e 
picocuries per liter CpCuZ) - picocuries per liter is a 
measure of the radioactivity in water. 
Nephelometric Turbid& Unit (NTU) - nephelometric 
turbidity unit is a measure of the clarity of water. 

average person. 
Action Level (AL) - the concentration of a contaminant 
which, if exceeded, triggers treatment or other 
requirements which a water system must follow. 
Action Level Goal (ALG) - The “Goal” is the level of a 
contaminant in drinking water below which there is no 
known or expected risk to health. The ALG allows for a 
margin of safety. 
Treatment Technique (m - A treatment technique is a 
required process intended to reduce the level of a 
contaminant in drinking water. 
Maximum Contaminant Level Goal (MCLG) - The 
“Goal” is the level of a contaminant in drinking water 

Turbidity in excess of 5 NTU is just noticeable to the e 

0 

e 

15 

below which there is no known or expected risk to health. 
MCLGs allow for a margin of safety. 
M&um Contaminant Level (MCL)- The “Maximum 
Allowed“ is the highest level of a contaminant that is 
allowed in drinking water. MCLs are set as close to the 
MCLGs as feasible using the best available treatment 
technology. 
M . m  Residual Dlsinfectant Level Goal (MRDLG): 
The level of a drinking water disinfectant, below which 
there is no known or expected risk to health. MRDLGs 
do not reflect the benefits of the use of disinfectants to 
control microbial contaminants. 
Marcimum Residual Dlsinfectant Level (MRDL): The 
highest level of a disinfectant allowed in drinking water. 
There is convincing evidence that addition of a 
disinfectant is necessary for control of microbial 
Contaminants. 
Running Annual Average (RAA): An average of 
monitoring results for the previous 12 calendar months. 

0 0 PPb 1 

Water Oualitv Data 
We routinely monitor for contaminants in your drinking water according to Federal and State laws. The State of Arizona requires us 

‘ No 

to monitor for certain contaminants less th& once per year because the concentrations of these contaminants are not expected to vary 
significantly from year to year, or the system is not considered vulnerable to this type of contamination. Some of our data, though 
representative, may be more than one year old. 

Corrosion of household plumbing 
systems, erosion of natural deposits ’ 7-22-1 

DETECTED WATER QUALITY CONSTITUENTS 

I 

Contaminant 

Copper 

I I No) 1 

Lead 

Barium 2 2 ppm 0.028 No 10-1 - 12 Discharge of drilling wastes; discharge 
from metal refineries; erosion of natural 
deposits 

Nitrate (as Nitrogen) 

I I I s 1 Detected I (Yesor I Date 1 I 

IO 10 ppm 0.25 No 9-17-13 Runoff fiom fertilizer use; leaching from 
septic tanks, sewage; erosion of natural 
deposits 



Violation f 
Level (Yesor Sample 

Contaminant MCL MCLG Units Detected No) Date Likely Source of Contamination 

10-2-12 discharge fiom chemical factories 
Discharge fiom petroleum factories; ylenes 10 10 ppm 0.002 No 

Contaminant 
Gross Alpha 

Level Violation 
MCL Detected (Yesor Sample 

MCL G Units &Range No) Date Likely Source of Contamination 
15 0 pCYl 0.8w.o.4 NO 9-27-12 Erosion of natural deposits 

In addition to the water quality constituents listed in the above table, Flagstaff Meadows’ water supplies were tested for the following 
constituents and such constituents were not detected: Arsenic, Fluoride, Total Coliform Bacteria, Fecal Coliform, E. Coli, Antimony, 
Asbestos, Beryllium, Cadmium, Chromium, Cyanide, Mercury (Inorganic), Nickel, Nitrite, Selenium, Thallium, 2,4-D, 2,4,5-TP 
(Silvex), Alachlor, Atrazine, Benzo(a)pyrene (PAH), Carbofkan, Chlordane, Dalapon, Di(2-ethylhexyl) Adipate, Di(2-ethylhexyl) 
Phthalate, Dibromochloropropane, Dinoseb, Diquat, Endothall, Endrin, Ethylene Dibromide, Glyphosate, Heptachlor, Heptachlor 
Epoxide, Hexa-chlorobenzene, Hexachlorocyclopentadiene, Lindane, Methoxychlor, Oxamyl (Vydate), PCBs (Polychlorinated 
Biphenyls), Pentachlorophenol, Picloram, Sima-zine, Toxaphene, Benzene, Carbon Tetrachloride, (Mono)Chlorobenzene, o- 
Dichlorobenzene, p-Dichlorobenzene, 1 ,2-Dichloroethane, 1,l -Dichloroethylene, cis- 1,2-Dichloroethylene, trans- 1,2- 
Dichloroethylene, Dichloromethane, 1 ,2-Dichloropropane, Ethylbenzene, Styrene, Tetrachloroethylene, 1,2,4-Trichlorobenzene, 
1,1,1 -Trichloroethane, 1,1 ,2-Trichloroethane, Trichloroethylene, Toluene, Vinyl Chloride, ff aloacetic Acids (ff AA), Total 
Trihalomethanes (TTHM), Combined Radium 226028, Radium 226, Radium 228 

Health Effects Information About the Above Tables 

Nitrate in drinking water at levels above 10 ppm is a health risk for infants of less than six months of age. High nitrate levels in 
drinking water can cause blue baby syndrome. Nitrate levels may rise quickly for short periods-of-time because of rainfall or 
agricultural activity. If you are caring for an infant, and detected nitrate levels are above 5 ppm, you should ask advice from your 
health care provider. 

If arsenic is less than the MCL, your drinking water meets EPA’s standards. EPA’s standard balances the current understanding of 
arsenic’s possible health effects against the costs of removing arsenic from drinking water. EPA continues to research the health 
effects of low levels of arsenic, which is a mineral known to cause cancer in humans at high concentrations and is linked to other 
health effects such as skin damage and circulatory problems. 

Infants and young children are typically more vulnerable to lead in drinking water than the general population. It is possible that lead 
levels at your home may be higher than at other homes in the community as a result of materials used in your home’s plumbing. If 
you are concerned about elevated lead levels in your home’s water, you may wish to have your water tested. Flush your tap for 30 
seconds to 2 minutes before using tap water. Additional information is available from the EPA Sufe Drinking Water Hotline at 1-800- 
426-4791. 

Violation 
Secondary Level (Yesor 

Contaminant Standard MCLG Units Detected No) 
Sodium N/A N/A PPm 26 NIA 

This notice is available in Spanish upon request from the Flagstaff Meadows Water Company at 1-866-768-3500. 

Sample 
Date Likely Source 
10-2-12 unknown 

Any ADEQ translation or communication in a language other than English is unofficial and not binding on the State of Arizona. 
Cualquier traduction o comunicado de ADEQ en un idioma diferente a1 ingles no es oficial y no sujetard a1 Estado de Arizona a 
ninguna obligaciOn juridica” 
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1200 West Wasbington Street 
Phoenix, Arizona 85007 
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DOCKET NO. WS-04235A-13-31 

Copy of the foregoing mailed this 
13th day of October, 2014, to: 

Steve Wene, Esq. 
V€OyES SELLERS & HENDRICKS, LTD. 
1850 North Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 
iwene@law-rnsh.com 
4ttorneys for Utility Source, LLC 

Daniel Pozefslq 
Residential Utility  consume^ Office 
1 1 10 West Washington St., Suite 220 
Phoenix, Arizona 85007 

Erik Nielsen 
4680 N. Alpine Drive 
P.O. Box 16020 
Bellemont, Arizona 8501 5 

Response to Lonnie McCleve's Rebuttal Testimony, page 5, line 18, re Fire Protection 
Plant Issues. 
_- 
Mr. McCleve states in his rebuttal testimony that the 'reliability issues have been resolved" 

and that Ponderosa Fire Chief Mark Sachara confirmed 'he understood that adequate repairs 

Tave been made". However, as noted in my direct interview with Fire Chief Sachara, dated 

July 29, 2014, at 1200 hrs, (Exhibit A), the failures issues have not been resolved. On July 2E 

2014, the day before I interviewed Fire Chief Sachara, there was a power outage that 

-esulted in a 50 minute pump failure. During this time Fire Chief Sachara states "none of the 

wmps would have been working". Fire Chief Sachara contacted Coconino County in 201 1 to 

address his concerns. In an email to me, dated July 29,2014, 1328 hrs (Exhibit A, page 3), 

=ire Chief Sachara states 'It is my understanding that adequate repairs have been made". 

rhis however, does not mesh with the fact that just the day before a power outage caused 

30th residential and commercial (fire hydrant) pump failure. As stated by Fire Chief Sachara 

2 
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)n page 2, Exhibit A, "When the power shuts off, there is no pump pressure because the 

lump house doesn't have a back-up rreneratof. While Fire Chief Sachara believes the 

lump house issues have been resolved, there is no documentafion or valid mmfto justify 

-ire Chief Sachara's understanding that the pump house issues have actually been 

esolved. In addition as stated by Fire Chief Sachara there is no documentation between 

Jtiiitv Source and the Pondemsa Fire Dept mardless of any issue (page 2, Exhibit A). Mr. 

McCleve states in his rebuttal testimony that the pump house mechanical issues have been 

spaired. However, these mechanical repairs do not address power outage mmrD house 

bi/ure. On September 30,2014, Bellemont residents experienced pump house failure 

.esulting in no residential water pressure from 0700 hrs until 0845 hrs. The outage was 

xiused by a blown transformer in the area (see Exhibits E through G). If the residential 

Dump was not working then by default the commercial (fire hydrant) pump was also not 

functioning. If all pump house issues have been resolved as stated by Mr. McCleve, why is 

Dur communQ still experiencing pump house failures, long after being addressed by Fire 

Chief Sachara? Back-up generators must be installed at the pump house for the safety and 

well being of all Bellemont residents. Community members are greatly concerned that a 

house fire during a power outage could result in the loss of life as well as their homes. The 

9CC must insist that Utility Source effectively address all pump house failures as well as 

keep adequate records of all repairs, failure issues, or any other documentation. These 

documents must be maintained and made available to Bellemont residents, the Ponderosa 

Fire Station, and Cococnino County. 
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Subject Re: [Bellemont] No Water 

From: 

To: Bellemont@yahoogroup.m; 

Lindsay Daley lindsaydaley@yahoo.com [Bellemont] (Bellemont@yahoogroups.com) 

I talked to Marianne at Utility Source and there was a partial power outage that affected the 
water pump. APS has since fixed the problem so water should be working again. 

‘jamie.nielsen@yahoo.com [Bellemontr 

Anyone else without water this morning? Ours stopped about 7:30 or 8AM. Just trying to Sgure out if this is due to 
routine maintenance, or a bigger probl em... 
-Jamie Nielsen 

-.-(-.- 

Posted by: Lindsay Daley <lindsaydaley@yahoo. corn> 
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BEFORE THE NA CORPORATION COMMISSION 

:OMM ISS IONERS 

10B STUMP - CHAIRMAN 
? M Y  PlERCE 
3RENDA BURNS 
30B BURNS 
XJSAN BITTER SMITH 

N THE MAITTER OF THE APPLICATION OF 
TTILITY SOURCE, LLC, AN ARIZONA 
2ORPORATION, FOR A DETERMINATION 
IF THE FAIR VALUE OF ITS UTILITY 
'LANTS AND PROPERTY AND FOR 
NCREASES IN ITS CHARGES FOR UTILITY 
{ERVICE BASED THEREON. 

DOCKET NO. WS-04235A-13-033 1 

INTERVENOR TESTIMONY/ 
EIUK A. NIELSEN 

'osition: Utility Source's request for a rate increase should be rejected. The initial CC&N should be 
onsidered invalid due to incomplete and inaccurate submissions in response to the ACC order to consolidate 
~ssets. The ACC should take over the company or mandate its sale to be run by the County as an Improvement 
Iistrict or as a Cooperative due to the pattern of inaccuracies, omissions, and nondisclosure demonstrated in 
his testimony. If the CC&N is not invalidated, the entire financial history of Utility Source and associated 
:ompanies should receive a full financial audit to determine prior contributions and the value of plant in 
ervice owned by Utility Source L.L.C. This testimony provides evidence on the following key points: 

1. History of legal violations, inaccurate and incomplete disclosure, imprudent business decisions and 
questionable business practices. 

a. Repeated noncompliance with ACC CC&N Order (Decision #67446) to consolidate water 
assets as a condition of CC&N becoming effective. It appears that Utility Source does not own 
portions of the water plant that has been and is now considered as the plant-in-service for the 
rate base. 

b. Tnconsistencies in Utility Source L.L.C. descriptions of their knowledge of ACC authority and 
intent in the original CC&N case before the ACC. 

c. Inaccurate disclosures of Deep Well #1 and #2 uses to ADWR. 
d. Noncompliance with ADWR regulations on well reporting and ownership. 
e. Violations of Public Safety and Minimal Operating Conditions on Water System. 
f. Violations of ACC rules for extension agreements for personal gain. 
g. Leveraging water rate increases in lawsuit against Coconino County and to gain public 

support for legal action. 
h. Leveraging water rate increases to quell public opposition to sale of land owned by Utility 

Source L.L.C. owners. 
i. Inaccurate disclosure for ACC staff and RUCO data requests regarding standpipe operation. 

II. Evidence from multiple sources suggests significantly higher prior contributions-in-aid of construction 
than have been previously disclosed to ACC. 

111. Imprudent investments that the Company is now seeking to recover by burdening ratepayers. 
IV. Inclusion of non-utility investments in plant-in-service costs (fire hydrant costs). 
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V. Excess capacity and Used and Useful-Utility Source has an excess capacity and any calculation of 
used and useful should seek to calculate rate base utilizing the least cost capacity to meet need. 

VI. The requested rate increase is unreasonable, has not been accurately portrayed in the rate application 
and will unduly create hardships for ratepayers. 

VI I .  The complex and interwoven land, water, and sewer development history provides evidence of the 
imprudent investments, and suggests that the investors should absorb the risk associated with these 
intertwined developments. 

[f the ACC approves any rate increase, it will set a dangerous precedent that land developers can 
legally establish a water and sewer system, profit from the promise of cheap water (“bait and switch”), 
md then profit again on imprudent business decisions as a regulated utility. 

[. History of legal violations, inaccurate and incomplete disclosures at best, imprudent business 
decisions, and questionable business practices 

‘‘The Company ’s actions, as detailed in the record of this proceeding, constitute one of the most 
egregious examples of unauthorizedpreemptory operations ever confionted by the Commission. ’’ 
Excerpt, ACC Decision No. 67446. 

This troubling behavior has continued throughout the life of Utility Source L.L.C and always to the advantage 
If the Utility Source Owners and at a cost to their customers through a “bait and switch” development strategy 
?ursued by the owners. 

The Utility Source/POA Flagstaff Meadows waterhewer utility was created illegally in 2001. The 
homebuilders promised artificially low waterhewer rates to homebuyers, thus increasing the value of their 
property and building assets. They lured property buyers with the promise of water at Flagstaff rates (see ACC 
decision #67446 and consistent comments on the Utility rate cases) and profited by the representations made to 
homebuyers .The value of the land for development, and the subsequent profit received by Utility Source LLC 
3wners and their numerous LLCs operating in the community from the sale of land and homes in the 
subdivision was tied directly to the promise of water at a reasonable rate. Water and wastewater were 
represented as coming from multiple sources to AZDEQ, DRE, and ADWR and thus proper governmental 
oversight was nearly impossible. 

This land would have been low-value without the access to water and sewer for subdivisions. From public 
records we estimate that the sale of these “improved lands” by Greenfield Land Development (owned by the 
principles of Utility Source) with the promise of cheap water provided by the Property Owners Association 
(directed by Mr. McCleve and Mr. Buelchek) was well in excess of $1 7 million dollars for Flagstaff Meadows 
I and II, the Townhomes properties and Unit III lands. Given the publicly available data on the original 
purchase price of these lands and estimated improvements, including the $4 million claimed by Utility Source 
in the provision of water and sewer service, it appears that the developers profited at least $10 million dollars 
from these transactions. In the Utility Source CC&N rate case, Mr. McCleve testified that the water and sewer 
costs were “incidental” to the development, yet now they are asking us to provide additional profit from 
investment they incurred to profit as developers (WS-04235A-04-007 p. 26). We are now being asked to pay 
for these incidental infrastructure costs, which will significantly impact household budgets as well as 
community property values. The developers and owners of Utility Source profit twice and homeowners lose. 

Since that time the troubling behavior by the Company has continued: 
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A. Repeated noncompliance with ACC decision to consolidate water and waste water assets as 
condition for CC&N becoming effective. 

[n ACC decision #67446 granting CC&N to Utility Source, the ACC required Utility Source to transfer all 
issets (water and waste water) held by individuals or by companies controlled by Mr. McCleve and Mr. 
Buelcheck including Greenfield Development, Bellemont Travel Center, Fuelco, and Greenfield Trust to 
Utility Source within 30 days as follows: 

“IT 1s FURTHER ORDERED that all assets to be used in the provision of water and wastewater 
service to customers in the requested CC&N area must be transferred to Utility Source, 
LLC, if such assets are not already owned by the Company. This transfer of assets, if necessary, must 
be completed prior to the Phase I CC&N becoming effective, and the Company shall file 
documentation within 30 days of the effective date of this Decision verifying that all utility assets are 
under the ownership and control of Utility Source, LLC.” 

On Feb 2nd, 2005 Utility Source submitted documentation (#0000016663) to the ACC certifying the transfer of 
all deeds for the plant (water and waste water assets) to Utility Source L.L.C. 

As part of this Utility Source L.L.C compliance certification submission (Document #0000016663), the 
Warranty Deed submitted under the water supply category (Coconino County Instrument #3304538) was not 
accepted by the Coconino County cartographer as it was improperly drawn and included adjacent properties 
not owned by Utility Source L.L.C. or its principles (see exhibit 1 .A. Coconino county cartographer rendition 
of boundaries). This parcel would have included only deep well #2 and the water storage tanks. On March 1 I”, 
2005 the h d A M  title company was notified of the problem. Utility Source was notified of this problem on 
May 19’, 2005 (exhibit l.A letter). It does not appear that Utility Source L.L.C. notified the ACC of the 
problem at any time or that they took any immediate action to rectify the situation. The issue with this 
property was not resolved until 2011 when APN #20347004F was transferred to Utility Source from Fuelco 
with a valid instrument # 3585147 {exhibit 1 .A instrument). 

Furthermore, at the time of the original submission certifying consolidation of assets to Utility Source, only 
one well {Deep Well #2) of the eight wells represented as providing water to Utility Source customers in 
annual reports and as the basis for the plant-in-service valuation even fell within the area they represented as 
deeding over to Utility Source through instrument #3304538 (exhibit 1 .A map of USLLC wells with exception 
of Deep well #4). In other words, Utility Source at best submitted incomplete certification of compliance with 
the order to the ACC. 

Based on the evidence obtained fiom Coconino County, most of the plant-in-service wells listed in Utility 
Source Annual Reports and used to calculate plant-in-service for the water rate bases are NOT currently, and 
have not been, owned by Utility Source since the original granting of the CC&N. 

In fact Deep Well #1 is located on APN # 20347001K and currently owned by Fuelco (Coconino County 
Instrument # 3584133) and account number R0211747. It is unclear if Utility Source has submitted property 
taxes on this parcel in this and previous filings. Deep Well #3 and Shallow Wells A-E are located on APN # 
20347003A and recorded under Coconino County Instrument # 3108002 as owned by Fuelco. It is unclear if 
Utility Source has submitted the property taxes for these properties under its current rate application as owned 
by Utility Source L.L.C. 

Additionally, Deep Well #4 that was used for the previous rate case was not under the ownership of Utility 
Source at the time of the 2006 rate case or when significant investments were made to bring the plant into 
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;emice. This property was only transfemd from Mr. Bulechek to Utility source in 201 1 (Coconino County 
nstnunent # 3584159). Given that Deep Well #4 was drilled on land not owned by Utility Source at the time it 
vas drilled, and at the time of the 2006 rate case, and long after the ACC ordered Utility source to consolidate 
mperty under one company, any proforma costs associated with it should be disallowed. 

%ally, during the 2006 rate hearings frjvS-04235A-06-0303), Administrative Judge Teena Wolf requested 
:vidence of deed transfer for the company wells and the Company complied by resubmission of the original 
:ertification documentation(#OOOOO16663) thus failing to comply with the ACC on two occasions (Exhibit 1 .A 
Iocument #000007459). 

Siven the apparent lack of compliance with the initial ACC order, and its conditionality for granting the 
X & N ,  it is reasonable to conclude that the CC&N is invalid (never went into efiecect) for the purposes of 
‘his ratemaking case. The ACC should revisit the initial decision to grant the CC&N and conclude not to 
:rant Utility Source the CC&N. 

rfthe validity of the UtiZity Source L.L. C. CC&N is not revkited then uny of the wells and their associated 
mts  that are not, or have not been, under the ownership of Utility Source during any prior years for which 
vates were paid, should be disallowed aspart of the rate base and consumers should be refunded all 
yortions of payments premised on previous rafes that were based in part on the d u e  of these assets being 
ywned by Uti&@ Source as a Public Service UtiIty regulated by the ACC. 

Furthermore, all original plent-in-service deteminalions and the base rate established in the 2006 rate case 
rhould be revisited by ACC stansince it is clear that they did not have full disclosure from the Company or 
dse t h e  did not make the necessary data requests that would have established clear uwnership of wader 
assets. 

Finaay the apparent and repeuted noncompliance with a direct ACC order aspart of granting Utility 
source a CC&N, and inaccurate depiction of assets under their control as a basis for the rate base in 
rubsequent hearings call into question the suitabiliby of Utility Source L.L.C. to serve as a public service 
utili@ under the jurisdiction of the ACC and justtpes the ACC revoking the CC&N and taking over the 
utili@ or mandating apublic sale of the assets. 

B. Inconsistencies in Utility Source descriptions of their knowledge of ACC authority and intent in 

In Utility Source’s original CC&N hearing they asserted under testimony that that they did not know about the 
ACC process and rules for establishing a public service utility. However the attorney representing Utility 
source in 2004 and Lonnie McCleve were the same individuals who drew up the Articles of Incorporation, 
controlled the POA board and served as the statutory agent for the Flagstaff Meadows POA. The POA 
CC&R’s clearly elucidate the role of POA as a waterhastewater provider and levied a special assessment 
$2800 per lot for water and waste water services {see exhibit l.B CC&R’s Bylaws excerpts and Public Report 
from an initial buyer in the subdivision) with hook-up fees and rules for managing a water company. Most 
importantly the C C & b  demonstrate knowledge of, and contingency for, ACC oversight as a Public Service 
Utility by the owners of Utility Source. 

In testimony to the ACC (WS-04235A-04-007) to obtain the CC&N necessary to be regulated water utility, 
Mr. McCleve stated the following under examination by his attorney: 

the original CC&N case 
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Q. Was i f  your understanding that wastewater service could be provided without any regulation 
through a nonprofit entity? 
A. Yes. 
Q. And that the water service for that sniallproperty was in a sense incidental to the provision of the 
other homeowner services? 
A. Zt would be, yes. 
Q. Was it ever your intent to avoid the jurisdiction of this Commission or any other agency in 
providing that service? 
A. No, no. 
Q. So you have warked extensively with other agencies to try and obtain all the appropriate 
approvals? 
A. Yes. I worked with ADEQ, AD WR, Department of Real Estate, and all of the things that they 
require in order to getpublic for it, 
Q. In hindsight, Mr. McCIeve, do you believe it probably would have been more appropriate to seek a 
certiJicate of convenience and necessity from this Commission? 
A. Yes. 
Q. Again, you just were not aware of the requirements until you started expanding the area? 
A. Zt actudiy came up in Phase 14 is when the issue came up. 
Q. So explain for the judge how you became aware of the fact that you needed to obtain either 
adjudication or a certijkate of convenience and necessity. 
A. When we recorded - - when we were going for approval for Unit 11- - and Unit 11 would be the 
single-family homes and the townhomes here - - and as we were getting approval from D E Q ,  we got 
our approval, but it MXZS told to us that we needed to get Arizona Corporation Commission approval at 
that point. And we heard, ADEQ I think contacted the Corporation Commission, they in turn 
contacted us, and we had a meeting with them where we discussed what our options were, and there 
were options of going. for adjudication or a franchise CC&N. 
And it was obvious the way that it needed to be done is to get the CC&=N.[emphasis added] 

dr. McCleve Under Cross -Examination from Mr. Sabo ACC attorney 

Q. How did you come to the idea that a wholesale, as you call it, a wholesale provision of service 
between one or two entities that you control and another entity that you control, that that arrangement 
would enable you to evade regulation by this Commission? 
A. It has never been the intention of myself or any other enntity that I'm associated with to evade 
anything. I did not have the understanding that I was supposed to be regulated by the Corporation 
Commission. 
Q. How did you come to that conclusion that you were not supposed to be regulated? 
A. I've never dealt with the Corporation Commission in any of my dealings in developing anything that 
I've ever dealt with before. I've never dealt with the Corporation Commission. 
Q. Did you look into the matter at all? 
A. Did Z call up the Corporation Commission and ask them, no. What I did is I took all of the approval 
documents, which are required in order to record afinalplat, which are the Coconino County 
documents, the Department of Real Estate documents, and we fulfilled those requirements. 
Q. I just wanted to make sure yourre not asserting or relying on some sort of legal opinion that was 
provided to you at that time us a defense. 
A. No, Pm not. 

In fact the CC&Rs for the POA, drawn up and signed up by Mr. McCleve and Mr. Buelcheck (Utility Source 
Dwners, land developers, and POA directors), with assistance from, and submitted by, their legal 
representation, Mr. Sallquist, in this CC&N case clearly acknowledge awareness of ACC authority over 
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roviding public service water and wastewater (exhibit 1 .B). Section 3.5 (g.) of the 2001 GC&Rs for Flagstaff 
deadows development reads as follows as to the duties and powers of the POA 

‘ T o  provide the water and wastewuter service tzecessmy for the domestic and fire protection needs 
of the Propee, and for that purpose to: (ij acquire assetsfiom the Declarant or others necessaly to 
provide domestic water, wastewater and fire protection water service to the 
Property; (ii) contract for the water supply or rights us required by the Members; (iii) contract for the 
wastewater services as required by the Members; (iv) own and operate any and ail production, 
treatment, storage, transmission, pressure collection and disposal facilities (within or without the 
boundaries of the Properly) necessary to provide that water and wastewater service; (v) acquire, own 
and operate any on-site transmission (includingJire hydrants and E@ stations), distribution, and 
metering for the provision of such service to the Property; and (v) contract with qual$edpersons or 
companies to manage, operate and muintuin the water and wastewater related facilities owned by the 
Association; provided, however, that in the event the Arizona Corporation Commission attempts to 
exercise its jurisdiction over the Association to deciare or adjudicate the Association as a pubiic 
service corporation, then and in that even4 the Association may take whatever action is necessaiy, 
including bur not limited to sale and disposition of aii water related facilities and assets, to preclude 
the Commission‘s regulation of the Association. ”[emphasis added] 

rhese CC&Rs were not submitted as evidence in the original CG&N application but a reasonable person 
would conclude that Mr. McCleve’s testimony of knowledge and intent contradicts a legal document he 
;igned. 

;urthermore, Mr. McCleve’s testimony suggests that he followed the d e s  as established by the Coconino 
clomty Subdivision Ordinance, In Mr. McCleve’s submission for the preliminary plat for the Flagstaff 
Meadows subdivision, the developers (not the non-profit POA) proposed to construct a new community water 
jupply and distribution system and a centralized community wastewater system(exhibit 1 .B). By definition the 
Lloconino County Subdivision Ordinance 83-03 defines a community water system as “a water system publicly 
3r privately owned and operated which has appropriate approval and legal authorization. (p. 9) 

rhese CC&Rs have never been amended to delete the POAs management of the water system even though Mr. 
McCleve and Mr. Buelchek controlled the POA board until late 2007. At that time POA management was 
turned over to community residents and a new board was elected. Thus the representations included in the 
CC&R made to me when I acquired my home in Bellemont led me to believe that a relationship existed 
between the POA and Utility Source. 

C. Inaccurate disclosures of Deep Wells #1 and 2 uses to ADWR. 
The principle owners of Utility Source L.L.C., under different previous corporate structures, in previous 
ADWR well permit applications, did not disclose the municipal intended use of Deep Wells #1 and 2 even 
though they were tied directly to Greenfield Land Development owners and subsequent suitability for 
providing water to a subdivision (see history of water and development in Section VI1 below). Had these 
water uses been accurately disclosed as municipal water uses at the time of well applications they might have 
triggered reviews from ADEQ and others as to the provision of municipal water service and the need for ACC 
oversight for a new community water system under Arizona Law (see exhibit 1 .C spreadsheet of wells and 
ADWR drilling applications). 

I). Noncompliance with ADWR regulations on well reporting 
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lccording to the ADWR drill permit data base and consultation with ADWR staff, Utility Source did not 
,omplete the Pump completion report for deep well #4 (Reg # 206887) nor did their driller, ADT, file a Well 
hillers Report and Well Log within 30 days of pump installation in violation of A R S  45-600. This well was 
qproved for drilling on 3/3/2005 and the well permit to modify the well was approved on 02/14/2007 yet 
teither of these driller logs or pump completion logs has been submitted to ADWR as of 07/02/2014. When I 
onsulted with ADWR permit staff regarding the lack of information, they informed me that as far as they 
ire concerned well #4 does not exist. Thus the costs associated with Well ## should be disallowed for past 
ad current rate base because they are not legally registered with ADWR. 

idditionally, ADRW has not been notified by Utility Source Owners of change in ownership of wells 
:urrently included as rate base property in the ACC Utility Source Annual Reports (Deep Wells #1-4 and 
hallow wells A-E). Currently ownership of these wells are recorded with AnWR as follows: 

1) Well #’s 598834,598623 registered as owned by Fuelco; 
2) Well #203241 registered as owned by Greenfield Land Development; 
3) Well #593267 registered as owned by Lonnie McCleve; 
4) Well #’s 559096 and 564258 registered as owned by Bellemont Travel Center. 

bese wells are represented as Utility Source property in Utility Source’s ACC annual reports and therefore 
he lack of notification to ADWR of the change in ownership violates ARS 45-593(C). 

E. Violations of Meeting Public Safety and minimal operating conditions of water system 
n response to my First data request regarding any notifications to the Company from Ponderosa Fire District 
tf inadequate water pressure and flow requirements between 2010 and 2014, the Company responded that the 
inly incidents of happened in 2013 and 2014. 

&is response to the data request is inaccurate. On at least one occasion, October 3 1 ”, 201 1, Utility Source 
vas formally notified in writing of violating Coconino County subdivision water flow requirements for fire 
trotection as well as the international fire code and therefore jeopardized public safety (see exhibit 1 .E letter 
torn Ponderosa Fire District 1 and were required to immediately fix the system. 

F. Violations of ACC rules for extension agreements and attempts to leverage Utility ownership for 
personal gain 

b e  ACC previously ruled in the complaint by Vernon Bellemont LLC against Utility source (Docket W- 
34235A-07-067) that the Company had violated commissions rules governing main extension agreements. The 
K C  found in part that: 

“3 1. Mr. McCleve’s solicitation of a $600,000 payment to be paid to him directly, or secured by a 
deeded note of trust against the Development in his name, in return for the extension of water service 
by Utility Source is improper. Furthermore, even if the $600,000 payment was requested on behalf of 
Utility Source, A.A.C. R14-2-406@)(2) requires that oversizing facilities shall be done at the utility’s 
expense. The parties had already agreed that Complainant’s pro-rata share of Deep Well No. 4 was 
$338,732. 
32. Neither Utility Source nor Mr. McCleve provided Complainant any evidence or offer of proof to 
suggest that the alleged easement at issue is worth $600,000. Mr. McCleve’s explanation of his 
$600,000 solicitation is blatantly false. Even if true, the solicitation represents an attempt by Mr. 
McCleve to leverage his position as utility owner in order to extract personal benefit to himself as 
a developer, to the detriment of Utility Source and its customers [emphasis added]. 
33. The December 2006 draft agreement demonstrates that the owners of Utility Source sought 
personal gain in return for the extension of water service by a public water utility. According to the 
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draff agreement, Complainant was to pay $1 million in fees to Mr. McCleve and Mr. Bulechek as 
“Purveyors” in order to secure a designated water supply for the Development by using an asset 
owned by Utility Source - Deep Well No. 4.” [Emphasis added] 

’he Commission found that Utility Source and Mr. McCleve violated AAC R14-2-406. These improper 
ctions by the Company owners have detrimentally affected customers because these new markets for water 
ould have helped to spread the rate base we are now facing. Unfortunately this is not an isolated behavior and 
Jtility Source LLC owners have attempted to leverage their position as a publically regulated utility to extract 
iersonal benefit or sway public opinion to their benefit on at least two occasions in the past two years (see 
ections G and H below) 

3 .  Using prospects of water rate increases to gain residents support for a lawsuit against Coconino 
County on bonds related to development of Flagstaff Meadows Unit HI. 

Jtility Source LLC is involved in litigation against Coconino Country over bonds related to Flagstaff 
Xeadows Unit 111 development in coajunction with Bellemont 276 LLC (Ponderosa et a1 v. Coconino County 
X2012-00366). The principles in Bellemont 276 are the same individuals who led Empire Residential’s 
vork with Greenfield Land Development in developing Flagstaff Meadows Units I and II and the Townhomes 
It Flagstaff Meadows as well as Flagstaff Meadows Unit III. At a community meeting on October 25*, 2012, 
epresentatives of Bellemont 276 and Utility Source told me and other residents of the Flagstaff Meadows 
:omunity that if we did not join their effort and lobby Coconino County to call the bonds so that the 
levelopment of Flagstaff Meadows Unit El could move forward our water rates would double(Exhibit 1 .G 
iAQ letter from Coconino County Supervisor Matt Ryan related to complaints &om constituents in Flagstaff 
deadows about the possibility of water rates doubling if this development does not go through). 

:ear of this threat of doubling of waterisewer rates had already became one of the considerations that 
notivated the Property Owners Association board’s decision to erroneously join the lawsuit against Coconino 
Zounty (Exhibit 1 .G e-mail from President of the Property Owners Association). 

n Mr. McCleve’s 2012 court declaration as the Authorized representative of Utility Source LLC in support of 
he litigation, claims 1) that the ACC made Utility Source include Deep Well #4 and potential new residents of 
his subdivision for the rate base and 2) that it was the County not the ACC and ADEQIADWR who required 
hem to become a publically regulated utility. He clearly misrepresents the facts on both points. In fact it was 
Jtility Source wbo proposed the proforma adjustments in the 2007 ACC rate case and in his 2004 CC&N 
estimony claims that he did everything the county asked for the subdivisions and it was the ADEQ who 
ilerted the ACC that they needed to obtain a CC&N to operate the water and waste water service. The relevant 
:xcerpts from this Declaration read 

“5. The ACC insisted that USource (Utili@ Source] base its rates on revenue projections for all of 
FlugstaflMeudows Unit 3, including Phase I ,  in order to reduce the overall raesfor USource‘s 
CC&N area. 
6. The ACCprojections are based on a total of 350 additional water and sewer customers in FlagstaJg 
Meadows Unit 3 which was subsequently reduced to 276. 
7. Compietioiz of Phase 1, which is at issue in this case, would result in an additional 119 USource 
Customers. 
8. If the County refuses to allow completion of FlagstaffMeadows Unit3 Phase 1 , USource will 
permanently lose the revenue projected by the ACC und used to set USource’s rates. Tlzis efectiveb 
elimiaates one harfof USouvce’s revenue. 
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9. Ij’FlagstaflMeadows Unit 3 Phase I is not completed soon, USource’s current rate schedule will be 
unsustainable and its continued operation jeopardized. 
10. USource will be farced to seek a rate increase from the ACC Because USource will lose about half 
of its customer base and projected revenue, it will have to eflectively double its revenue. 
11. The result is a requested increase in water and sewer rates to all existing USource customers, 
including all of the current residents of FlagstagMeadows, by about 100% or double the rates 
currently charged. 
12. USource invested over 4 million dollars in its own infiastructure to create the capacity to serve all 
of the units of the FlagstaffMeadows subdivision. 
13. USource was established to satis& the County’s conditions to approval for development of an 
earlier phase of the FEagstaflMeadows development. 
14. The wafer facilities constructed to serve the initialphase of FlagstaffMeadows were intended to 
be transferred to, and operated by, the homeowners association governing that subdivision. 
15. As a requirement for approval of a later phase, the County demanded that water be provided 
through a regulated water utility company. ” 

H. Using the threat of water rate increases to personally profit from the sale of a property owned 
by Utility Source Owners within the CC&N 

,L 20 12 Mr. McCleve and Mr. Buelcheck attempted to sell a parcel of land owned by them under the company 
Bellemont Interchange 185 LLC (APN #20403003A) to h v e s  Travel Corporation to build a truck stop at the 
mtry to the Flagstaff Meadows Subdivision (exhibit l.H county record). In the process of public hearings 
zound a county Conditional Use Permit (CUP), the community rapidly came to the conclusion that this CUP 
md the subsequent sale of land for the truck stop would negatively affect property values, public 
safety/emergency response, and environmental quality. Mr. McCleve told a community member leading the 
:omunity effort (exhibit 1 .H public comment 2014-1 17638) that we should support the CUP request and the 
subsequent land sale to Loves Travel Corporation or else our water rates would double. A community leader 
working to stop the Truck Stop CUP was told by Mr. Buelcheck that our water rates would double if this sale 
lid not go through (exhibit 1 .H Chris Zambeck’s public comment #). The sale of this lot would have 
personally benefitted Mr. McCleve and Mr. Buelcheck financially, and they used their position as owners of 
publically regulated utility to leverage public support for their personal gain. Fortunately the Coconino County 
Planning and Zoning Commission indicated they would not grant a Conditional Use Permit due to the above 
mentioned community concerns and Loves eventually withdrew their application for the CUP. 

I. Inaccurate disclosures to ACC and RUCO data requests regarding standpipe operation 
[n ACC staff’s sixth data request and RUCOs frst data request regarding the newly constructed standpipe 
>peration, the Company has declared that it does not have projections of revenue or expenses for this new 
facility, and they do not have a business plan that would justify an approximate investment of $75,000 they 
have made to date. Utility Source’s responses to RUCO’s data request also claim they were “required by 
Coconino County” to construct a filling station and that “regulatory requirements.. .drove the costs to build 
this infiastructure far beyond what the Company anticipated”. These claims are inexplicable, given that Utility 
Source voluntarily submitted a Conditional Use Permit (CUP) to Coconino County (exhibit 1 .I)and I have 
spoken to the Coconino County community development office and they assured me that Utility Source was 
not required to build this standpipe. Furthermore the County staffreport and Utility Source’s own application 
includes a project narrative that estimated that residential and bulk water haulers demand would be “150,000- 
200,000 gallons per month” representing approximately 1 5 0 residential customers and 60 commercial hauler 
trips per month (see Exhibit 1 .I). The Company narrative also suggests that there may be some inter-basin 
transfer issues. At the proposed rates the Company is requesting this would represent revenue up to $52,000 
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innually with minimal expenses for the automated credit card system. As is clear in the County staff report the 
Zounty only required a wider driveway, landscaping and lighting beyond what the initial Company application 
ndicated. Finally on page 3 of the Company project narrative it is unclear if they accurately represent their 
iuthority under the CC&N and approval of the ACC by stating that “Utility Source has approvals from ADWR 
ind Corporation Commission indicating that the water quantity is available and Utility Source may make 
mlk water sales on the level proposed.”[emphasis added] 

3ven all of these irregularities, inaccuracies, history of legal violations, and business practices, T would like to 
.equest a full financial audit of Utility Source, the Flagstaff Meadows Property Owners Association 
controlled by Mr. Buelcheck and Mr. McCleve from 200 1 -ZOOS), Greenfield Land Development and any 
.elated predecessor companies to determine how original costs, contributions and investments were made that 
Jrovide the foundation of the rate base. 

[I. Evidence of Significantly Righer Prior Contributions than Declared 

4t this time Utility Source has not responded in a timely way to RUCO or my data requests to reconcile 
ieclared Contributions in Aid of Construction. Multiple lines of evidence lead to the reasonable conclusion 
hat Mr. McCleve and Mr. Buelchek did in fact collect significant contributions from developers, biuilders, 
iomeowners, and POA members to aid in construction of the water and sewer systems well in excess of what 
ias been reported to date prior to receiving the CC&N. 

rhe initial 2006 rate application listed Adiances in Aid of Construction, but not Contributions in Aid of 
Zonstruction. These were later transferred to Contributions in Aid of Construction at ACC staffs request. 
rhese Contributions are listed as coming fi-om Flagstaff Meadows LXA and it is unclear who or what this 
*epresents without further disclosure from the company. The total of these advances/contributions for the 
Jtility Source Water Division were listed as $294,745 (schedule B-2) and Advances in Aid of Construction for 
.he Wastewater Division of $197,973. At the time of the halt service order from the ACC in 2004, the 
:ompany had 201 customers (not including lots sold) and it appears that they were charging connection fees of 
§l,OOO for water and sewer fees of $1,800. This would have totaled $201,000 for water and $361,800 for 
sewer. These should be the bare minimum of contributions in aid of construction. How are we to trust the 
lumbers put forth by Utility Source? 

From the history of the POA, Public Reports, ADEQ water and wastewater permits, and ACC testimony and 
Utility Source’s request for a hook-up fee, it appears that the developers had an intent and pursued a strategy 
sf collecting these contributions and fees to pay for the up-front costs of building and expanding the water and 
wastewater systems. 

h 2004, Mr. McCleve’s and his attorney’s CC&N testimony below clearly states it was their expectation and 
iustification for hookup fees of these same amounts for the purpose of covering the capital costs of future 
utility infrastructure (WS-04235A-04-007) . 

“Q. And then the hookup fee that you‘re proposingwould in efectfind the future expansion for the 
additional wells, treatment plant modules, and such? 
A. Right. Which is the normal way that I’m used to dealing with municipalities, that that’s the way they 
pay for the infrastructure, so that individuals that are building homes, that they’repaying for the 
actual costs of the water and sewer capaciv. Page 37. 
Q. Again, the hookup fees anticipated to be generated at your level will raise approximately the 
revenues, I’m sorry, the capital requirements for this future growth that you’re expecting? 
A. Yes. “(Page 39) 
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b e  Attorney for Utility source justified the requested hookup fees, [equivalent to what the property 
wmciation CC&Rs special assessment and the property reports state] as follows: 

“The $1,000 for water, the $1800 for wastewater are right in line what developers expect to pay. 
They’re shocked when they don ‘tpay if. ” p. 156 WS-04235A-04-007 

?videace of actual fees paid include the Public Reports provided to homebuyers in the Flagstaff Meadows 
ubdivision (see exhibit 2, Reg. No. DM01-027302) stating the following related to water and waste water: 

Water: 
“Cost to complete facilities fiom lot line to dwelling is: 
For improved lots costs is included in the sales price 
For unimproved lots cost is approximately $1000.00” 

Sewage Disposal: 
“Cost to complete facilities fiom lot line to dwelling is: 
For improved lost cost is included in the sales price 
For unimproved lots cost is approximately $10 per foot &om trenching and material. Purchasers will 
be required to pay a $1,800 tap in fee” 

?I addition, the Flagstaff Meadow POA (created and managed by Lonnie McCleve and Gary Buelcheck until 
!007), Bylaws and CC&Rs include special fees for water arid wastewater for each property of $2,800. 
specifically Section 3 .I O D  of the CC&Rs states that the POA “In anticipation of the need for additional water 
md wastewater facilities.. . the Association shall collect as a one-time Special Assessment, A Facilities 
Xeserve Fee from each member upon Member’s request for water and wastewater service. That Facilities 
Xeserve Fee shall be maintained in a separate interest bearing account to be used for the specified puvoses. 
Che Facilities Reserve Fee being $1,000 for water and $1.800 for wastewater.” (See exhibit 2 CC&Rs). 

[n response to my fvst data request on records pertaining to this special assessment and POA accounts, the 
Zompany stated it does not have any documents, account statements or other data related to the fmances of the 
POA even though, by the articles of incorporation and bylaws, they were required to produce annual reports, 
rmancial statements and budgets (See exhibit 2 bylaws). The current POA board and property managers of the 
POA have assured me that they did not receive any of these documents fiom the period when the POMwater 
;ompany was controlled by Mr. McCleve and Mr. Buelchek. Please note that they did not claim these 
jocuments do not exist, but that the Company does not have them. 

Finally the rejoinder testimony by Mr. Salliquist for the initial 2006 rate case, related to the question of the 
hture Flagstaff Meadows Unit III development, confirms that Empire Development (the company that had 
mrchased the property fiom Utility source Owners) had in fact made advances or contributions in support of 
water and wastewater infrastructure even though they later went bankrupt with partially completed 
infrastructure: 

“Q. @%o owns the lots and who is the builder for FlagsfajjMeadows Phase 11.? 
A. Empire Builders. Empire Builders is not afiliated with the Company or its shareholder, 
Q. Is that builder finding the on-site iqfiastructure for the development through advances-in-aid of 
construction ? 
A. Yes.”(Pl2) 
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bother probable source of prior contributions is fiom Empire Development/Residential LLC for Flagstaff 
deadows Unit 11 and the Townhomes at Flagstaff Meadows. ADEQ permits to construct the subdivision 
vater distribution and wastewater collection system for Flagstaff Meadows Unit II(88 single family homes) 
md Townhomes at Flagstaff Meadows (105 units) were solicited and obtained by Mr. Jerry Abbott as 
apresentative of Empire Residential Development. Empire Companies was listed as the owner of these 
)ystems in the ADEQ documents and Mr. McCleve was listed as the representative assuring water and 
vastewater treatment capacity. (See exhibit 2-ADEQ water and wastewater distribution Permits). Note that 
he water and sewer transmission and distribution costs submitted in response to ACC staffs second data 
equest include costs associated with transmission to the defunct Unit 111, Phase 1 that Empire had obtained 
)ennits to construct and likely had some financial arrangement with Utility Source. It is highly probable and 
.easonable that Empire Residential constructed and paid for the Flagstaff Meadows Units I and II water and 
;ewer mains NOT Utility Source or Greenfield Land Development. In response to my data request regarding 
d o r  contributions fiom builders including Empire, the Company claims it has no such data and I am still 
iwaiting responses to my second data request regarding copies of extension agreements for Flagstaff Meadows 
h i t  111, Phase I 

t appears that these legal documents (CC&Rs and property reports) describing contributions-in-aid of 
:onstruction (hook-up fees and other arrangements) were not submitted to the ACC staff in the prior CC&N 
ind rate cases. It is not surprising that the ACC concluded that there had not been any prior contributions and 
hat this would have consequences for ratepayers: 

b e  2004 ACC CC&N Decision #67446, states: 

“The utility company and the developer are one and the same, and the developer h s ,  to this point, 
apparently chosen to install the entirety of the system without using advances or contributions, 
thereby inflating the Company’s rate base and thus rates that mw ultimate& be paid by customers. 
[emphasis added] We believe it is inappropriate to allow the Company/developer to benefithrther 
fiom imposition of hook-up fees where the Company has made no eflort to mitigate the potential rate 
eflect on customers through ihe use of main extension agreements allowed under Commission rules. ’’ 

Furthermore the decision found that: 

“Here, it appears that the developer induced customers to purchase homes with water and 
Wastewater rates that will be insufficient to support the construction and long-term operations of 
water and wastewater systems for the planned development. Although we do not ascribe any malicious 
intent to the developer’s actions, the net eflect of those actions cannot help but lead to extremely 
unhappy customers who may be le$ to pay for utility systems at costs that signifcantly exceed the 
rates they expected to pay when they purchased their homes. The rate burden on customers is likelj 
to be exacerbated by the Company’s failure to use advances and contributions as a means of 
reducing the Company’s rate base to reasonably sustainable levels.[emphasis added] 

I believe this evidence suggests that the ACC was in error to conclude that contributions were not made to 
Utility Source and those other entities involved in establishing water service prior to the granting of the 
CC&N. 

Assuming that the 201 properties served by Utility Source prior to obtaining their CC&N were each assessed 
$2,800 by the POA controlled by Mr. McCleve and Mr. Buelchek as per the Bylaws and CC&Rs, the property 
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Iwners made a prior contribution of at least $562,800 to the owner’s capital expenses associated with the 
waterhewer system beyond those fees described in the homebuyers public reports. 

:t is likely that all the properties sold to assorted builders by Greenfield Development prior to the CC&N 
lecision were levied a $2,800 hook-up fee and would total at least $912,800 (326 properties X $2,800= 
E912,800 total). This does not even include what additional contributions might have been made from the 
Llicrotel or the Pilot Travel station and Empire Residential for the water and sewer distribution system. 

[t is unclear how this POA fee differs fiom what is stated in the Public Report so it is possible that up to 
15,600 was levied against each homeowner’s property either directly or indirectly in support of water and 
sewer utility construction. It is also unclear if the sale of the townhomes and Unit I11 properties by Greenfield 
Land Development to Empire Developers for approximately $3.5 million dollars included similar hookup fees 
ir contributions as part of the sales price, but given the prior testimony and clear business model and 
sxpectation of hookup fees advanced to the ACC at the CC&N hearing, the POA documents and the Property 
Reports, and the fact that Empire residential obtained the permits from ADEQ as owner of the water and 
wastewater distribution systems, the most plausible interpretation is that significant prior contributions were 
:ollected on each and every property served by Utility Source. 

[n the response to my data request regarding prior contributions from the potential contributors mentioned 
%hove, The Company claims that they “have no such data” on such prior contributions. Note that they did not 
state there were no contributions, just that they do not have the data. We would like to see disclosure and 
3 full financial audit of entities controlled by Mr. McCleve and Mr. Buelcheck who were involved in the 
:stablishment of the subdivision to establish the exact prior contributions made by other entities to Mr. 
McCleve and Mr Buelchek as the directors of the property owners association and developers of the 
subdivision and/or their associates for the water and sewer infrastructure. 

111. Imprudent Investments that the Company is now seeking ratepayers to burden the risks and costs 

rhe Company is basically asking the rate payers to cover the losses of speculative and imprudent investments 
that have over-capitalized and over-built the water and sewer systems, and conducted in such a way to be 
inconsistent with standard water development practices in Northern Arizona. 

rhe ACC will find that many of the investments in water and wastewater infrastructure made by Mr. McCleve 
and Mr. Buelcheck, prior to receiving CC&N and forming Utility source, as well as since that time have not 
been prudent for the following reasons: 

Utility Source investments in the wastewater and sewer were speculatively made to the scale of the full build 
out of lands previously owned by the principles even though only one additional portion, Flagstaff Meadows 
Unit 111, Phase I received a final plat (76 single family units and 43 townhomes) by the Coconino County 
Board of Supervisors by October of 2007. Rather than pursuing an incremental water and sewer development 
strategy, they invested speculatively in a full build out of these lands. 

The just and proper rate base for Utility Source should be the amount actually and ‘prudently invested’ in the 
property “used and useful” in rendering service to water and waste water customers. It appears that the 
principle investors in Utility Source and its antecedent companies involved in water development and 
provision, prior to obtaining CC&N in 2004, invested significantly (and potentially using prior contributions as 
demonstrated above) in the infrastructure necessary to fully develop those lands owned by or sold by 
Greenfield Land Development and Flagstaff Meadows and to the financial benefit of Mr. McCleve and Mr. 
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3uelchek. It appears that they developed the scale of and investment in the water and wastewater facilities 
tssuming full build out of Flagstaff Meadows Units I, I1 and III. At the time of the initial CN&N application 
mly Flagstaff Meadows I, Flagstaff Meadows II and the Townhomes at Flagstaff Meadows 1 had only been 
ipproved by the Coconino County supervisors in a final plat in 2001,2003 and 2003 respectively. During the 
Jtility Source rate case in 2006 and 2007 the final plat for Phase I of Unit IlI (1 19 units} was approved by the 
:ounty commissioners on October 17&, 2007 however this was not submitted as evidence in the case and soon 
hereafter the developerhuilder Empire filed for bankruptcy in April 2008. 

Jtility Source has an obligation to consumers to mitigate risks in a prudent way. Thus the over capitalization 
n water capacity and sewer treatment to meet the projected and speculative housing developments in the 
ubdivision represented significant r isks that were not mitigated prudently. Now consumers are being asked to 
lay for these poor and risky investments rather than the equity owners taking these losses. On top of that they 
ire asking for an 11% return on equity adding insult to injury we will suffer. Because Utility Source had made 
nost of its investments prior to receiving a CC&N from the ACC, it would have been impossible for the ACC, 
:onsumers, Utility Source and other parties to conduct reasonable prudence reviews prior to the initiation of a 
n-oject as might occur in a traditional establishment of a water utility for example a business plan which the 
Zompany, in response to my First data request, said did not exist. 

The Company’s own recognition of imprudent business practices is revealed in the rejoinder testimony in the 
2006 rate case where the attorney clearly details lack of due diligence on the part of the Company: 

“The Company began charging the existing rates it did because those were the prevuiling rates in 
Flagstaflat the time and it did not anticipate the magnitude ofthe costs that were eventually incumed 
to construct the utilityplant (both water and wastewater). FOP example, the Company did not 
anticipate having to drill deep wells in order to obtain an assured water supply- the costs of which 
are significantly higher than a shallow well. ’’ WS-04235A-06-0303 Rejoinder Testimony p .  I 4  

[t appears that Utility Source and its predecessor companies drilled two relatively unproductive deep wells 
aithout prudently first contracting professional hydrogeological assessments to assist with well location and 
:onstmction. It was not until they engaged professional hydrogeologists in 2004 at the requirement of the 
4CC to conduct the Physical Availability Determination Analysis that they were able to identify optimal 
hydrogeological structures for deep wells and thus drilled Deep Wells 3 and 4 that are in fact productive. Had 
they pursued the correct legal strategy of seeking ACC approval and late making prior to initiating the 
subdivision in 2002, they would have been required to obtain the PAD by engaging professional 
hydrogeologists and would have likely incurred significantly lower costs of obtaining sufficient water. In 
addition they would have known the true costs of obtaining sufficient water for a 100 year period and could 
not have set water rates unreasonably low. Instead they chose to drill their own wells and notify homeowners 
of an inadequate water supply. This resulted in Deep Wells #I and #2 that have very little productivity. Had 
they been more prudent in making wise investment decisions the total water needed for the development might 
have been provided by one deep well (see deep well #4) and existing shallow wells once they had actually 
taken the time to properly and prudently assess well potential well sites. I have consulted with a professional 
hydrogeologist that works in Northern Arizona and he has assured me that standard business practice in the 
region is to conduct professional advice prior to drilling expensive wells. 

Ratepayers have no obligation to compensate the Company and shareholders for imprudent decisions 
and behavior. 
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rhe questions I have for the Arizona Corporation Commission relate to the prudent investment strategy 
Iursued by Utility Source owners: 

1 If Utility Source would have followed the law in establishing a public service water and waste water 
utility with an improved rate structure, would the investments by Utility Source have been approved as 
prudent (e.g. 4 different deep wells) given the uncertain nature and cost of the water availability, the 
uncertain nature of the proposed development (over half the projected demand of housing units did not 
have a county supervisor approved final plat) and the high costs of providing a public service? 

2) If these investments had been approved would they have been incremental and responded to a prudent 
investment strategy that was responsive to actual demand and not speculation that developed more 
water and wastewater capacity then actually needed to meet demand? 

it is reasonable to conclude that, if Utility Source would have followed the legal requirements for establishing 
1 CC&N and the ACC had followed the normal rate making procedures and approved all of these plant 
:xpenses, the resulting water and sewer rates would have been very high in comparison to other regionally 
:omparable water rates. Jf they had followed the legal procedure and these high rates would have been 
%pproved by the ACC, Greenfield Land Development L.L.C. would have not been able to sell homes and 
?roperty at the value they received and the profits they extracted. Therefore this overinvestment enriched the 
ievelopers at the time of developing these properties and is now burdening customers from these imprudent 
investments and further enriching the developers. 

[V. Disallowance of non-utility plant-in-service costs (Fire Hydrants) 

Coconino County explicitly required the DEVELOPER, Greenfield Land Development, to install fire hydrants 
I S  condition of receiving the county approval. 

Section 6.4.1 .D of the Subdivision Ordinance specifies fire protection requirements for subdivisions. 
‘Hydrants are required, and are subject to the approval of the Fire District. They must be located at each 
intersection, but not greater than 500 feet apart in any direction, and connected by a six inch minimum water 
line”. 

All capital costs associated with the hydrants and the water lines connecting them to the main line should be 
disallowed since they represent direct costs of land development mandated under the Coconino County 
subdivision ordinance. 

V. Excess capacity and Used and Useful 

Only a portion of the existing water and sewer facilities currently owned by Utility Source actually 
provide service to customers. 

The 2004 CC&N staff report concluded that; “ No “used and useful” determination of the proposed plant in 
service was made, and no conclusions should be inferred for rate making or rate base purposes.” (document 
#12734, Appendix A, p.2). 

In 2004 Mr. McCleve testified to the ACC (WS-04235A-04-007) that basically the entire infrastructure to 
serve the existing Utility Source customers was in at the time of the initial CC&N hearing: 
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Q. Sticking with the hookup fee for a nainute, you mentioned additional infiastruchlre. me what - - I 
thought that all the infrastructure was in, yet apparently that's not correct. So what would be le$ to 
build? Can you clariifi, for 

A. Most of the infrastructure is in. Potentially, well sites, recharge system, additional lakes. We 
possibly would have to enlarge our sewer treatment plant at the full buildout of what we've got 
anticipated there. Those are dhe things that we'd be talking about forfiture, you know, as additional 
units and as additionalflows come on, in order to accommodate thosefkrws. P. 99 

Given this testimony it is unclear how any plant capital costs incurred since 2004 could be included in the 
current rate base. 

According to Company Annual Reports the total production capacity of the wells claimed to be owned by 
Utility Source L.L.C is 430 gallons per minute (gpm). Actual reported annual water withdrawals between 201 0 
and 2012 when converted to gallons per minute have ranged from between 40 to gpm on the demand side.. 
Existing water storage tank capacity is sufftcient to meet at least 9 days of water demand without any well 
pumping. Excluding Deep Well #4, the Company has a capacity to pump 150 gpm, yet the measured demand 
in terms of water withdrawals only utilizes 27%-34 % of total well capacity. Deep Well #3 could itself meet all 
existing demand and the Company could use a couple of the higher producing shallow wells as a least cost 
backup. It is clear that Utility Source has excess capacity in the wells and water storage facilities and 
thus only the least cost percentage capacity used to meet the existing customer base should be included 
in the rate base. This would disallow Deep Wells 1 and 2 from the rate base. 

Regarding the sewage treatment facilities, I do not have a complete understanding of what buffer is necessary 
for peak flows but it appears that only utilizing Plant #2 with a capacity of 100,000 gpd should be determined 
as used and useful since reported peak flow in March of the test year only reached 89,701 gallons per day. 
The company did not respond to Nielsen's First data request about what caused this reported peak flow that 
exceeded any other monthly reported peak flows by more than 9,000 gpd. Furthermore, the capacity 
assurances provided by Utility Source to ADEQ regarding wastewater capacity for the expansion of Flagstaff 
Meadows Unit 111, Phase 1 clearly demonstrates they have excess capacity (see exhibit 2 of assurances from 
Utility Source to ADEQ). 

Those costs included in the base rate determination that were built to meet an anticipated demand prior to 
obtaining the CC&N that do not serve as used and useful to deliver service to customers should be disallowed 
as part of the rate base. 

'VI. The requested rate increase is not reasonable from a consumer perspective, has not been accurately 
portrayed in the rate application and will unduly create hardships for ratepayers. 

The proposed rate increase on top of the greater than 100% increase approved in the 2006 rate case is 
unconscionable and for the reasons mentioned above should be rejected. The impact on an average water user 
has been mimyresented in the Company application. I represent an average single family water user, a family 
of three who has low flow toilets, showerheads and sinks and consumes on average of 5,640 per month. We 
only use landscaping water on newly established native plants and for a raised bed garden 2-3 months of the 
year. I calculated my actual bill based on the proposed rate structure using actual monthly consumption from 
last year and my average monthly bill for water and sewer would increase from $86.1 9 to $210.58. Assuming 
an average take home household income of $4O,OOO/month my current bill represents 2.6 % of household 
income. At the proposed rates this represents 6.3 % of household income, unreasonable by any standard. 
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Furthermore, by increasing fixed minimum rates for water and sewer from $1&.05/month to $120.57/month 
.his would unduly punish townhome owners who use considerably less water on average and who have 
:onsiderably less income. The proposed $102/month base increase regardless of water/sewer usage penalizes 
ratepayers who do not over-consume water and who can do less to keep their waterhewer bills manageable. 
While this may be good for the Company it is outrageous for the customers and for promoting groundwater 
:onsewation, something that is critically important for moving forward. 

VU. The complex and interwoven land, water, and sewer development history provides evidence of the 
imprudent investments and suggests that the investors should absorb the risk associated with these 
intertwined developments (See full historical details and sources in exhibit 7) 

Conclusion 

[f the ACC allows Utility Source to continue to hold the CCN and approves this rate increase and condones 
Utility Source L.L.C. behavior, it will set a precedent for Arizona land developers to develop first and seek 
approval later, develop extremely expensive water systems as part of land development schemes, increase the 
value of the land with a promise of reasonable water and sewer, lure buyers with initially low water rates and 
then, when regulated under existing Arizona laws and ACC rules, increase water rates to unreasonable and 
unconscionable levels and thereby profit on both the front and back ends of land and water development. 
Further, the current proposed rate increase is the most recent incident (in a history of incidents) of 
businesshtility management which negatively affects local residents and causes undue hardships. Given the 
current and historical complexity of this Utility Source L.L.C. case before the ACC, the requested rate increase 
is entirely unreasonable and unsupportable until complete discovery of the facts has been made. 

RESPECTFULLY SUBMITTED this 2nd day of September 2014. 

4680 N. Alpine Drive 
P.O. Box 16020 
Bellemont, Arizona 8501 5 

Original and thirteen (13) copies of 
the foregoing filed this 2nd day of 

Seatember ,2014, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Wasbjngton Street 
Phoenix, Arizona 85007 

Copy of the foregoing mailed this 
2nd day of SeBtember ,2014, to: 
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Steve Wene, Esq. 
i4OYES SELLERS & HENDRICKS, LTD. 
I850 North Central Avenue, Suite 1 100 
'hoenix, Arizona 85004 
;wenemlaw-rnsh.com 
Qttorneys for Utility Source, LLC 

h i e l  Pozefsky 
iesidential Utility Consumer Office 
I1 10 West Washington St., Suite 220 
'hoenix, Arizona 85007 

rerry Fallon 
l561 Bellemont Springs Drive 
3ellemont, Arizona 8501 5 
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May 19,2005 

FUELCO 
721 E S A N  PEDRO 
GILBERT, AZ 85234 

RE: APN 203-47-0034 203-47-004F,20347-0046 

Hello, 

We are unable to process the Warranty Deed recorded in Instrument No. 3304538 on 
January 3 1,2005. Fuelco Travel Center LP is trying to grant land to Utility Source, LLC, 
a portion of which they currently do not own. The iegal description in said Warranty 
Deed includes portions of 203-47-003A (owned by Fuelco), 20347-004F (owned by 
Fuelco), and 203-47-004G (owned by Bellemont Travel Centex). 

On 3-1 1-05 LandAM Title Company was notified of this problem. It has not been 
resolved yet. It needs to be resolved before we can process the Warranty Deed. 

Respecthll y, 

Scott Sweebe 
Cartographer 
Coconino County 
Assessor Office 

ssweebe@co.coconino.az.us 
(928)-779-6653 

CC: LandAh4 Title Company 
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WHEN RECORDED MAIL TO: 

J. Kent MacKiniay 
1019 South Stapley Drive 
Mesa, Arizona 85204 

Official Records of Coconino County 3585147 
Candace Owens .. Recorder 01/13/2011 12;10 Pfl 
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Pgs: 2 
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QUIT CLAIM DEED 

FUELCO TRAVEL CENTER LIMITED PARTNE 
partnership, as Grantor, hereby quit claims unto 
liability company, any interest which they 
Arizona described in Exhibit “A” hereto. 

DATED this ? 

STATE OF ARIZONA 1 
1 

County of Maricopa 

This instrument ac 
MCCLEVE, on 

My c3ornmissio 

STATE OF ai, 

? 6 bay of December, 20 10, by LONNIE 
CENTER LIMITED PARTNERSHIP. /I 

before me t h i s v d a y  of December, 2010, by LONNIE 



AFFIDA VIT OF PROPFR TY VALU E 
I. ASSESSORS PARCEL JDENTlFICATtON NUMBEFt(s) 

PrimaryPaml: 202 - 47 - 004 -I? 
B W K  MAP M C E L  SPCITLETTER 

Dbes this sale include any parcels that are being spli I divided? 

How many parcels. &a than the Primary Parcel, are 
included in this sate? 

Checkone: Yes 0 No 

Please list the additional pareels below (no more than four): 

. (3) 

CIOV - 03 pages: 2 3585147 

ASSESSOR'S USE ONLY 

Valldabkn Codes: 

(e) ASSESSOR ......................... 

Verify Primary P a r d  In Item I: 

Use Code: 



11. ASSESSOR'S PARCEL IDENTlFICATiON NUMBER{s) 

P 

BOOK MAP PARCEL SPLITLETTER 

Does this sale include any parcels that em being split I divided'? 

Haw many parcels, nther than the Prlmsry Pawl, are 

Indudedlnthissale? g ~ 

Checkone: Yes@ No 

Please list the addlbional parcels below (no m m  than tour): 

(1) (3) 

(2) (4) 

2 S E U f f  S NAME AND ADDRESS: 
G-ri Rulprrhek.Famr1y T ! t  
2591 E. Meadowyiex Drive 
Gilbert. A r m  85298 * 
3. (a) WY€R'S NAME AND ADDRESS 

I 8. F O R  OFflCML USE ONLY: Bvyarund Setlarlcaw blank 

aov - 03 pages: 8 3584159 
ei/e3/201i 8 3 2 7  pn 

I 1111111 Hllll 111 !HI I! IHI IlRfa 11111 iall ulllll1111111 I[lt 111 NII 
Validation Codes: 

(e) ASSESSOR 

ASSESSOR'S USE ONLY 
Vsirifj Pfirrmry Parcel In Item 1; 

- - . .~ -Ix_ .. ..... . . .-. . . .. . ~ ~ .-, _ _ _  .. . . . . - .. .-. 



SALLQUIST, DRUMMOND & O'CONNOR P.C. 
ATTORNEYS AT LAW 

TEMPE OFFICE 
4500 S. LAKESHORE DRM 

Sum 339 
TEMPE, ARIZONA 85282 

RICHARD L. SALLQUIST PHONE (480) 839-5202 
FACSIMILE (480) 345-041 2 
E-MAIL dick@&tW.com 

JuIy 10,2007 

Judge Teem Wolfe 
Arizona Corporation Commission 
Hearing Division 
1200 W. Washington 
Phoenix, AZ 85007 

Re: Utility Source, LLC.; Docket No WS-04235A-06-0303: Late Filed Exhibit 

Dear Judge Wolfe: 

During the course of the hearing in the subject Docket, you requested that ~~e 
Company file the deeds for the wells as required by Decision No. 67446. Attached is a 
copy of the transmittal and the pertinent parts of the Company's February 2,2005 filing 
in that regard. 

In the event you have any questions regarding these matters please do not hesitate 
to contact the undersigned. 

---. 

Richard L. Sailquist 

Enclosures 
CC: Docket Control (without ~ c l o s ~ e )  

Utilities Division 
Legal Division 
Ponderosa Fire District 
David Hitesman 
Dennis Jones 
Lonnie McCIeve 
Tom Bourassa 

36100.00000.203 

mailto:dick@&tW.com
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BYLAWS 
OF 

FLAGSTAFF MEADOWS PROPERTY OWNERS' ASSOCIATION 

PRlluCiPAL OFFICE 

The principal office of the corporation shall be located at 721 E. San Pedro, Gilbert, 
Arizona 85234, or such other place as may be designated fiom time to lime by ~e Board of 
Directors. 

ARTICLE I1 

The following words where used in these Bylaws shall be defined as set forth in this Article 
II 

2,l 
Association, an Arizona nonprofit mzporation, jts successors and assigns. 

"Association" shall mean and refer to Flagmff Meadows Property Owners' 

2.2 Board" shall mean and refkr to the Board of Directors Of the Association. 

2.3 
Owners' Associa~on". 

2.4 

- through __ of Fee 
be amended or supplemented fiom time to time. 

"Bylaws* shall mean and ref= to these "ByIa.u,s of Flagstaff Meadows Property 

i 

'I)ecfmtion" shall mean and refer to the Declaration of Restrictions for FlagstafF 

, records of Coconino County, Arizona, as the m e  may 
Meadows Subdivision, dated ,2001, as recorded f 2001, at Pages 

2.5 "Director" shall mean and refer to a member of the Board. 

2.6 
the b t s  identified or located wiihjn the Propem. 

"Lot" shall mean and refer to a parcel of real property shown and identified as any of 

2.7 "Member'' shall mean and refer to ?he holder of the fee simple title IO a Lot as 
shown fiom time to time in the property records of the office of the Cocsnino County 
Recorderr Arizona; provided, however, "Member" shall also include the holder of equitable 
title to my Lot, including a purchaser under a contracl for conveyance of real property, for 
which legal title is held of record by another person; provided, however, any person holding 
title as security shall not be deemed a "Member". 



11.2 AAU thorint and Procedure, Pmuant io the authorizaiion given in the Articles of 
Incorporation and the Declaration, the Board may establish procedures for setlipg and 
collecting the Assessments. 

1 1.3 
thirty (30) days following notice of the Assessment. 

Collection of Assessment. Assessments shall be due and payable from the Members 

3 1.4 CaDjlaf Cost and Special Assessments. In addition to the h u a l  Assessmenl, all 
capital costs necessary for the continued maintenance, repair or improvements of the 
Common Areas, as those costs are differentiated h m  operating costs in the sole discretion 
of the Board, shall be assessed against each Lot Owner on a per 101 basis. Capital costs may 
include all engineering, legal, financing and administrative costs w g  to the capital 
expenditures. Furthermore, in the event the Annual Assessments authorized by the 
Declaration are insuflicient to cover such capital cost from budgeted requirements, then and 
in that event the Board may assess this Special Assessment to recover those costs. 

I I .5 Sem'ce Connection Agreement. '.At the time an Owner Wishes to receive water 
and wastewater servjce to Owner's Lot, Owner shall enter into a Service Connection 
Agreement (the "SCA") specifying the terns and conditions under which the Association 
will provide that semke. The SCA shall provide, at a minimum, that: (I) each Lot shall. 
have tbe right to one (1) and only one W' water meter for all water use on the Lot, (ii) 
each Lot shall have the right to one (l), md only one, two and m e  half inch (2 'A") 
discharge connection for d1 mste$wtm use on the Lot, which use is consistent with the 
Declarations, (iii} each Owner shall pay to the Association all costs incurred by the 
Associarion to initiate such service, including but not limited to, account establishment 
fees, service line costs, and mpewision of Ownet installed facilities that are 
interconnected to the Association's facilities, (iv) each Owner shaU dso pay all other 
capital costs as established pursuant to Section J I .& below, (VI identi@ specific facilities 

Lot which facilities are required by the Association's certified operator necessary for the 
Association lo provide said service (specific facilities may include but not be limited to 
holding/sep6c tanks, ?.rickling fihers, grinders, and lift stations,) (vi) acknowledge receipt 
by the Owner of a written copy of the "Waste Limit Regulations" which identifjr 
particular waste items that can not be disposed into the wmewater system, and (vii) 
Owners shall not use, or permit others to use, m e r  purchased from the Association at 
locations beyond the boundarks of that Member's h t ,  or permit wastewater that was not 
originated on that Member's Lot to be dischaged to the facilities, Said assessments 
under subparagraph (iii) and (vi) above shall be payable in f i l l  at the time the Owner 
requests senice to the Lot. The facilities required by subparagraph (v) above shall be 
installed md inspected by the Association prior IO the Lot receiving service. 

c that Owner will be required to h d ,  construct, operate and maintain on Owner's specific 

1 1.6 Water Service Assessments. In addition to the above Annual Assessment and the 
Capital Cost and Special Assessments, Members shall be responsible for Water Service 
Assessments as prescribed herein, 

36 100-0000026 
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r 
i 11.6.1 Service Charge and Use Assessment. ‘1Xe Special Water Service 

Assessment (the “WSA”) shall include a commodity and service charge. That 
Assessment shall be based upon each Owner’s water consmipiion during the 
preceding month at the mes  charged by the Association’s water suppliert 
including the: monthly minimum charge for the Owner’s meter size. In addition, 
all direct and indirect costs associated with the management, operation, 
maintenance and repair of the Associaijon’s Water Facilities, including all 
applicable fees and bxes (the “Unrecovered Costs”) which are not recovered in 
the minimum charge shail be charged to the Owner based on each Owner’s 
consumption, divided by the total consmpijon of all Owners, multiplied by the 
Unrecovered Costs. The Owner’s water consumption for any month may be 
estimated by the Association, and billed based upon that estimate, provjded, 
however, that actual meter readings shall be made at lest once every six month 
period with the following monthly assessment to adjust the billing to equal the 
Owner’s actual water consumption dwing the estimate period. 

I 1.7 Wastcrwaier Service Assessments. In addition to the above Annual Assessment and 
the Capital and Special Assessments, Members shall be responsiMe for Wastewater Service 
Assessments as prescnied herein. 

11.7.1 Senrice Charge and U s  Assessment, The Speciai Wastewater Service 
Assessment (the “WWSA”) shall include a flow rate and service charge. That 
flow rate charge shall be based upon each Owner’s water consumption during the 
preceding month at the rates charged by the Association wastewater servjce 
provider. ’ l l c  wasiewater monthly minimum charge shall be equd to the 
Association’s water supplier’s monthly water meter charge for the Owner’s meter 
size. In addition, dl direct and indirect costs associated with the management, 
operation, maintenance and repair of the Association’s Wastewater Facilities, 
including all applicable fees and mes,  (the “Unrecovered Costs”) whjch are not 
recovered in the minimum charge shall be charged lo the Owner based on each 
Owner’s water consumption, divided by the total water consumption of all 
Owners, multiplied by the Unrecovered Costs. The Owner’s consumption for any 
month may be estimated on the water consumption by the Association, and billed 
based upon that estimate, provided however, that actual meter readings shall be 
made at lest once every six month period with the followifig monthly assessment 
to adjust &e billing based upon the Owner’s actual water consumption dwing the 
estimate period. 

- - 

1 1.8 Water and Wastewater Facilities Capital Cost Special Assessment. All capiul 
costs necessary for the provision of water and wastewater service to the Property as those 
costs are differentiated from operating and maintenance: costs in the sole discretion of the 
Board, shall be assessed against each Lot Owners on a per Lot basis. This assessment 
shall be referred to as the Water and Wastewater Facilities Capital Cost Special 
Assessment (the “CCSA”) and shdl include any Facilities Resene Fees set forth in the 
Declaration. For the initial phase@) of the Property, that CCSA shall include a prorated 
portion of the cost of the water and VirBstCwater facilities built, or to be built, to serve the 

36100-0oooO.26 
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initial phase@). For subsequent phases, or weas annexed into the Association, the CCSA 
shall include the prorated portion of the cost of the wastewater facilities required to serve 
the additional area. The CGSA shall be assessed upon Board approval and may be 
collected as parl of the SCA. Subsequent capital costs for improvements or replacements 
may be assessed as determined by the Board. 

i 1.9 Lack of CaDitaJ or Expense Funds. In &e event Owners do nut timely pay the 
assessments authorized herein or the funds are otherwise unevaibble, the Board shall not 
be responsible or liable to any Owner or other person for a resulting reduction or 
discontinuance of water or wmewaier service to the Lots. 

MISCELLANEOUS 

12.1 Loans to Directors or Officers Prohibited. The Association shall not loan money or 
its credit to assist directom, oBcers or employees. Any director or officer who assents to clt 
participates in the making of any such loan shall be liable to the Asskidon in the amount 
of such foah until the repayment of the loan. 

Amendments. I’hesc Bylaws may be amended by a majority vote of the Board, 

12.3 C d i c t s .  In the case of any conflict bewem~ the Ddaration and these Bylaws, the 
hlaration shalt control. All of the terms, provisions and defrnjtions c’ontained within the 
Declaration are incorporated herein by this refamce and made a part hereof as if set fortb in 
Ml herein. 

IN WITNESS WHEREOF, we, being dl of the Director$ of the Flagstaff Meadows 
Property Owners’ Association, have set our hands hereunto this __. day of - ,2001. 

-1 1- 



C. To pay all taxes and assessments or similar levies assessed against any property 
owned by the Association and any income ar other taxes imposed upon or assessed @st the 
Association; 

D. To maintain such policies of casualtyy liability or other insurance as deemed 
necessary or desirable to fkther the purposes of and protect the interest of the Association, its 
members, the members of the Board of Dimtors and the Officers of the Association; 

E. To purchase, lease, rent, or hire any materials, equipment, supplies, labor, service or 
other property or items which in the discretion of the Association shall be necessary, p p e r  or 
desirable to carry out the Association's powers and duties hereunder; and 

F. To enforce the provisions of this Declaration by all appropriate means, including 
without limitation, the expenditure of funds to employ legal counsel to p m  collection of 
delinquent $ssessments. 

€3. To provide the water and wastewater service necessary for the domestic and fire 
ptection needs of the Property, and for that p q s e  to: (i) acquine assets h m  the Declatant or 
others necessary to provide domestic water, wastewater and €ire protection water SeTVice to the 
Property; (ii) contract for the water supply or rights as req~red by the Members; (iii) contract for 
the wastewater mica as required by the Members; (iv) own and operate any and all production, 
treatment, stoxage, transmission, pressure collection and disposal hcilities (within or without the 
boundaries of the Property ) necessary to pvide that wter and wastewater service; (v) acquire, 
owp and operate any m-sk transmission (including fue hydrants and lift stations), distribution, and 
metering for the provision of such service to the Property; and (v) contract with qualified persons or 
companies to manage, operatts and maintain the water and wastewater related facilities owned by 
the Association; provided, however, that in the event the Arizona Corporation Commission 
attempts to exercise its jurisdiction owner the Association to declare or adjudicate the Association 
as a public service copnition, then end in that event, the Association may take whatever action is 
necessary, including but not limited to sale and disposition of all water related facilities and asssets, 
to preclude the Commission's regulation of the Association. 

;e, 
v, 

H. To provide water and wastewater savice to the Common Area, including any 
Association employee housing that may be located on the Common Area. The cost of such service 
will be borne by the Association, 

I. 
the Association. 

To do all other h n g s  tvltthorized by law and necessary to conduct the business of 

3.6. Limitation of Liability. 

No m e m k  of the Board of Directors of the Association or any committee of the 
Association, or any officer of the Association, shall be personally liable to any Member, or to any 
other person, including without fitation, the Association, for any darnage, loss or prejudice of any 
kind suffered or claimed an account of any act, omission, error or negligence of the Association, the 
hard  or any officer, representative or employee of the Association or any other committee, 
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the coming year. Until a budget has been approved for any calendar year and rhe amount of the 
Annual Assessments established for such year, the Board of Directors of the Association shall 
continue b levy and collect Annual Assessments at the level of the previous calendar year pius an 
increase of not more than twenty percent (20%) as may be determined by the Board of Directors. 

3.10. Special Assessments. 

A. In addition to the Annual Assessments, the Board of Directors of the Association 
may levy, in any calendar year, a Special Assessment payable over not more than ten (10) years for 
the purpose of paying in whole or part the cost of any action or undertaking incurred or to be 
incurred by or on behalf of the Association pursuant to the terms of this Declaration and not paid 
for by the Annual Assessments, includmg without limitation, to defiay any budget deficits. 
r- 

B. Billing for the Water Use Assessment and the Wastewater Service Assessments are 
specifically a u t h o ~  by these Declarations and shall be administered by the Association's Board 
of Directors consistent with the Bylaws, as amended from time to time. 

C. Tbe Association may contract for, or cause the construction of, certain water 
production, treatment, storage, pressure, transmission, distribution and metering facilities and 
certain wastewater treatment, trammission and collection facilitates necessary to serve the 
Owners' Lot, plus any facilities that, in the sole opinion of the Association, are necessary to 
most effectively install, operate and maintain the water and wastewater facilities within the 
Property. Those facilities within the Property and up to each Lot Line, including the water 
meter, shall k o m e  the property of the Association. 

D. The Assc#..iation may, as a condition precedent to a developer receiving water or 
wastewater service to any lot within any area annexed pursuant to Section 8.2 require the 
developer to enter into a Plant Exmns ion Amxm ent in which developer would pay all capital or 
contract costs incurred by the Association associattdwith the water or wastewater plant and 
appum%iiif%&ties necessary to serve the lots which the developer is developing. These finds 
will be refimdable to the developer from hook-up fees established by the Board of Directors if 
and when collected by the Association from the Owners within the annexed area. 

E. In anticipation of the need for tJx additional water and wastewater facilities 
described in Section 3.10.C, or for such facilities to serve an annexation area pursuant to Section 
8.2, the Association shall collect as a one-time Special Assessment, A Facilities Reserve Fee 
from each member upon Member's request for water and wastewater service. That Facilities 
Reserve Fee shall be maintained in a separate interest bearing account to be used for the specified 
purposes. The Facilities Reserve Fee shall be set by the Board on an annual basis with the initial 
Facilities Reserve Fee being $1 ,OOO for water and $1,800 for wastewater. The Facilities Reserve 
Fee for annexation a r a  shall be set at the t h e  of such annexation. The one-time nature of this 
Facilities Reserve Fee shall not preclude the Board from assessing a Special Assessment pursuant 
to Section 3.10.A as required. 

F. The Association shall, upon request of the Owner, install or cause to be installed, 
one and only one, 518 x 3/4 inch water meter at each Lot, pursuant to Section 3.10.C. On or 
36100 00000.38 
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about the first of each month (or such other fiquency as the Association may establish), the 
Association, or its contract management perm or company, shall read all water meters of 
Owners receiving water service. The Association will thereatkr bill each Owner receiving water 
service as set forth below a Water Use Assessment. This Water Use Assessment is due upon 
presentation and delinquent five (5 )  days after madii .  In the event the Water Use Assessment 
is not paid in a timely fashion, in addition to rhe "Nonpayment and Enforcement" provisions of 
Section 3.14, the Association retains the right to disconnect water service to the Owner's Lot. If 
the Asswiation is forced to terminate service, it shall further assess the Owner the cost the 
Association incurs for the- disconnect/reconnect: procedure. Additionally, in the event tbe Water 
Use Assessment is not paid 8s contemplated herein, the Owner's voting rights under Section 3.4 
shall be suspended until full payment is received by the Association. 

G. The Association shall, upon request of the Owner, install or Cause ta be installed, 
one and only one, collection fine to each Lot, pursuant to Section 3.10.C. On or about the first of 
each month (or such other fkqmcy as the Association mary establish), the Association, or its 
contract management person or company, shall bill each Owner receiving wastewater m i c e  as set 
forth below a Wastewater Service Assessment. This Wastewater Service Assessment is due upon 
presentation and delinquent five (5) days a h  mailing. In the event the Wastewater Service 
Assessment is not paid in a timely fahion, in addition to the "Nonpapmt and Enfarcement'' 
provisions of Section 3.14, the Association retains the right to disconnect wastewater service to the 
Owner's Lot. If the Association is forced to terminate service, it shall fhther assess the Owner the 
cost the Association incurs for the disconnectlrecomect procedure. 

H. Qe Water Use Assessment eyh Lot on which a building permit for a residence has 
been issued shall be $15.00 per month, plus $1.00 for each 1,OOO gallons of mter mnsumed. The 
Wastewater Use Asscssmmt to such Lot shall be $25.00 per month. These Use Assessments shall 
be evaluated each year by the Board of Directors to determine if all casts h c d  by the 
Association associated with water and wastewater service have been recovered. The Board of 
Directors shall adjust these Use Assessments a n n d y  based on w budget of the projected years 
revenues and expenses &justed by any short fall or excess fim the prior years operations. The 
B d  of Directors may include reasonable operating reserves in that budget. These adjusted rates 
shall then be the basis for the water and wastewater Use Assessments. 

1. In the event it is detemined by the Board of Directors that it is in &e best interest of 
the Declarant and the Owners that the Association not provide water or wast~water service to the 
Owners, but that said service can better be provided by mother entity, then and in that mait the 
Board shall discontinue all Water Use Assessment and the Wastewater Service Assesments 
authorized under this Section. provided, however, that any obligations created hereunder are 
expressly assigned to and assumed by the entity that will provide tbe subject water and wastewater 
service. lfnot so assum4 such assessments will continue to fulfill any remaining obligation of the 
Association related to water and wastewater service. 

36100.00D00.36 
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P r o m  shall be accomplished by the Declarant recording with the County Recorder of Coconino 
County, Arizona, an Amendment to this Declaration which subjects the annexed property to the 
Declaration, which established the land use of the annexed property and which includes the legal 
description of the property being annexed. An Amendment annexing property as permitted 
hereunder may contain such complementary additions and modifications of the covenants, 
conditions and restrictions contained in this Declaration as may be necessary to reflect the different 
intended’character, if any, of the annexed property and as are not inconsistent with the plan of this 
Declaration. In no event, however, shall any such documents revoke, modi6 or add to the 
covenants, conditions or restrictions established by this klarat ion and applicable to properly 
previously covered by this Declaration. Such changes may only be made by Amendment pursuant 
to Section 7.2. 

83. Subquemt Conveyance. 

The Owner of a Lot may, at Owner’s discretion and subject only to the taws of Arizona sell 
all or part of a Lot to a third party. The subsequently conveyed Lot shall be subject to all pvisions 
of this Declaration. 

ARTICLE IX MISCELLANEOUS 

9.1. Mandatory Membership. 

No Owner of any interest in any Lot shall have any right or power to disclaim, terminate or 
withdraw from his membership in the Association or any of his obligations as such member, and no 
purported disclaimer, termination or withdrawal thereof or theredbm on the part of any such Owner 
or Member shall be of any force or effect for any purpose. 

9.2. NoDividends. 

The Association, being a non-profit corporation, shall not distribute to its members any 
sums in the nature of dividends. 

93. Books and Recards. 

The books and records of the Association to be kept by the Board of Directors thereof shall 
be available for inspection by any Member or any representative of a Member duly authorized in 
Writing, or any holder of a first mortgage lien on a Lot at such reasonable time or times during 
normal business hours BS may be requested by the Member or by the holder of said first mortgage 
lien. 

9.4 Governing Law. 

This Declaration and ail of the Restrictions shall be governed by and construed in 

-I 
accordance with the laws of the State of Arizona. 
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9.5 Declarant's Disclaimer of Representations. 

Notwithanding anything to the contrary in this Declaration, Declarant makes no warranties 
or representations whatsoever that the development of the Property can or will be carried out, or 
that the Property or any other real property now owned or hereafter acquired by it is or wilI be 
committed to or developed for a parclcular (or any) use, or that if such real property is once used for 
a particular use, such use will continue in effect. While Declarant has no reason to believe that any 
of the provisions contained in this Declaration are or may be invalid or unenforceable for any 
reason or to any extent, Declarant makes no warranty or representation as to the present or ii~ture 
validity or enforceability of any provisions of this Declaration. Any Owner acquiring a Lot in 
relimce on one or more of the provisions in this Declaration shd1 assume all risks of the validity 
and enforceability thereof and by acquiring the Lot agrees to hold Declarant harmless therefrom. 

IN WITNESS WHEREOF, Declarant has executed th is  Declaration as of the day and year first 
above written. 

DECLARANTS 

GREENFIELD 

The foregoing instrument was acknowledged before me this D d a y  of ~ A N V  
2002, by Lon&, &- c.Mc-g Member of GREENLlELD * LAN 
DEVELOPMENT, L.L.C., an Arizona limited liability company. 

My Commission Expires: 

36100.00000.38 
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PROPERTY REPORT PISCLAIMER 



It is possible that you may not have telephone swvice 81 the time or dOSiJI$. YOU are 
advised to contact your service provjder lo determine th status of lelqhone smict. Yau 
may ai50 want to oonsida tempormy alternatives, ie. 8 cellular telephunc. 

Natural Gas: Cftkem Udlkies (925;) 774-4592. Facilities \viU be completed to tot line by 
July 29,2002. 
Cost ta complete facilities f b m  lot linc to dwelling: 
For iniproved lots cost is included in the sales price. 
Far unimproved lots Ihcn is M charge for under GO feet from meter. 
All purchasers will be required to pay a meter GCL oharge of $1 500 and a $80.00 deposit. 
i f q u i m d .  

Water: Utility Services (480) 892-8756. Facilities will be coinplcttd to lot line by July 
19,2002. 
Cast ta complete hcilities from lot fine to dwlling is: 
For improved lots cost is hcluded in die $ales pries. 
For unimproved lots cost is approximately 5 fOOO.00. 
AIJ pwchasm wit1 be required to pay B $1 9-00 sexvice charge and a S2S90 &posit+ 

Arizona Depamnmt of Water Resources states inztheir Ietta d&d March 22, 2002 the 
following: 

‘‘Flagstaff Medowh Unit 1 is a midential subdivision located within appraxiruately one 
half mile of the Camp Vmde Navajo water quality assurance Tcvolsing fund 6ite 
WQARF) and about 8 miles west of thc Town of Ftagstaff. The warn supply plws cal 
for domestic water to be pmided to each of tbe 133 lots in the subdivision by the 
Flagstaff M&ws Property Owners dfiaociatian &om three off-site WGUL Water lwcl 
infarmation avdlable to the Depamnent at &is time indicates rhat Ute d@h-to-wa#r in 
the arca range b m  about 16 to 159 fat below lmd smfaw fhm shollow groundwater 
tones containin6 alluvial and volcanic deposits. 

This shallow groundwater sytm depends upon direct recharge fram precipitation a d  
may not provide a depeadablc domestic supply during dry wcathcr cycks. II~IF is 
irisuffidcnt informathn available to indicate if the water is of sufTicid quality for 
domestic use. No Wormation bas been provided warding the long-:erm dependability of 
the water supply to the Departmenr. Because it has not btcn dnnonstrated that a NO-yea: 
water supply is available to each lot b m d  on the Dcprsrtmcnt’s pfaysicd availability 
Criteria, rhe Department of Water Rcsources. therefore, must find the stiMivision’s water 
supply to be inadtauate to thc projected demands of the subd~&on.” 

Sewirge Disposal: Utility Services (408) 892-8756, FdbdjtiC6 will be completed to lot line 
by July 19,2QO2. Cost to complcte facilities fiom lot line to dwelling is: 
For impmed lots cost is included in the s a l s  price. 
For unimproved lots cost is approximately $10.00 per fmt fix trenching and Materid. 
Purchasers will bc requircd to pay a S1800.00 tap in fee. 



Resolution No. 2 1 0 I 
Case No. S-0 1 -0 1 
Page Three 

12. The subdivision’s Conditions, Covenants and Restrictions shall require homeowners lo 
minimize outdoor lighting in order to maintain dark skies and prevent light pollution and 
light trespass. All outdoor lighting shall conform to the provisions of Section 17 of the 
Coconino County Zoning Ordinance for Astronomical Zone D with the following additional 
restrictions: 

a) All outdoor lighting shall be fd ly  shielded as defined by Section 17.3, and there shall 
be no exception for lamps below 1,000 lumens as described in Section 17.9.G. 

b) No outdoor lighting may be on “dusk to dawn” switches or timers except for street 
lights lighting public right-of-way where required. 

c) Motion detector switches are encouraged for outdoor security lights. 

d) Low wattage holiday decorations are exempt fiom these provisions, and are permitted 
as described in Section 17.9.E. 

e) These provisions shall be enforced by the subdivision’s Architectural Review 
Committee prior to application for building permits, and a County lighting p e d t  
application shall be submitted in conjunction With all building permit applications 
that include outdoor lighting. 

15. Fire hydrants and minimum fire flow shall be provided in accordance with Section 6.4.1 .D. 
The engineered plans for the water system shall include certification that the fire flow and 
pressure requirements of this section will be met. Location of hydrants is subject to the 
approval of the Parks-Bellemont Fire District. 

14. Street names, none of which duplicate any other names in the area or elsewhere in the 
Coconino County road system, shall be shown on the final plat. Proposed street names are 
subject to the approval of the local fire district, the U.S. Postal Service, and Coconino 
county. 

During construction of all roadways, utilities, etc., dust control measures shall be 
implemented. 

15. 

16. A standardized street addressing system shall be established in consultation with Coconino 
County. The subdivision’s C, C, and Rs shall require that street numbers no less than four 
inches in height and visible &om the street shall be posted on every lot. 

Resolution No. 2101 
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219 E. Cherry Avenue 
Flagstaff, AZ 86001 

Fax: 928-679-7171 
Ph: 928-679-7411 

COCONlNO a COUNTYARIZONA 
,An FA0 Restlonse on 

Flapstaff Meadows Sub division and Coco nino county 

Dear Residents: 

As I’m certain you all are aware, the successor developer who purchased the Flagstaff Meadows 3 subdivision out 
of bankruptcy has pursued the County in calling a number of performance bonds for the completion of the 
infrastructure related specifically to the development of Flagstaff Meadows 3. You recently received a postcard in 
the mail announcing a community meeting sent by the successor developer in which the developer asked you to 
demand that the Board of Supervisors call the performance bonds based on a Superior Court decision. I would 
reinind everyone, as in most legal matters, responses to court actions, even those made in Superior Court, can take 
some protracted period of time to resolve. The issue is continuing to progress through the legal system. 

Based on specific findings, primarily with intentions to protect county taxpayers’ interests and to support the legal 
stipulations of the county’s Subdivision Ordinance; the county Board of Supervisors elected to not call the 
performance bonds, This decision was reached only after multiple attempts were made with the successor 
developer to negotiate a resolution, and to insure the new successor developer would, in fact, complete the work 
without risk to taxpayers. All of those attempts to negotiate were rejected by the successor developer. 

Below is a brief history of the project, and FAQ‘s and answers to the many questions you have ra ised  related to 

the Project and the decision by the Board of Supervisors related to the ongoing legal challenge. 

How did we get to this point? 

Project Background 

The project focuses on a subdivision named Flagstaff Meadows Unit 3. The project began under Empire 
Residential Construction, LP, 
In the fall of 2006, the County Planning and Zoning Commission and Board of Supervisors approved 
Empire’s prelirmnary plat plans to develop the 276-lot Flagstaff Meadows Unit 3 subdivision. 

Bonds Posted 

As part of the project approval process, state statute and our subdivision ordinance required Empire to 
place a performance bond, effectively giving the County financial assurances that should the company go 
out of business and individuals who bought property in Unit 3 be subsequently harmed, infrastructure 
such as streets, utilities, landscaping and improvements to available community meeting space could still be 
completed should the County decide to enforce the bonds. Such bonds are paid to protect taxpayers and 
consumers (in this case any consumer who may have purchased Unit 3 property), and not the dcvelopets 
of the property. 
On Oct. 8,2007, Empire, through Bond Safeguard Insurance Company, posted approximately $4.4 million 
in performance bonds. Included in that w a s  a bond for $660,000 to Fund a community meeting room 
located at the nearby Ponderosa Fire District iirc station. 



* These bonds were only for the protection of possible Unit 3 property owners and were in no way tied to 
any protection or work completion assurances for any of the previous Units in Flagstaff Meadows. 
O n  October 16,2007, the County Board of Supervisors approved the final plat for the Flagstaff Meadows 
Unit 3 Phase 1, subdivision, consisting of 76 single family lots and 43 townhouse lots. Approval of the 
Find Plat is a necessary step in order to start selling lots. 

Empire Piles Bankruptcy 

I n  April 2008, Empire fded for bankruptcy before the Unit 3 project or  infrastructure could be completed. 
No lots for this project had been sold at the time the bankruptcy was fled. Unit 3 was subsequently 
foreclosed upon. 
On March 15,2011, Unit 3 was purchased from the bank holding the note by Bellernont 276, LLC, a new 
successor developer formed by former employees of Empire, includulg the former Empire A 2  Division 
President. 
After purchasing the project “as-is”, BeUemont 276 requested the County collect on the performance 
bonds placed by Empire to complete the infrastructure. 

County Willing to Work with BelIemont 276 

* Even though the County had no legal obligation to do so, it was Tvilling to consider working with 
Bellemont 276 if the developer would: 

o Help protect the County against a possible lawsuit from Bond Safeguard, the bond company, 
which has stated its intension to challenge the County in court; 

o Ensure it would complete all of the necessary infrastructure for the project and a community 
meeting room at the local tire station; 

o Place additional performance bonds to protect potential future purchasers of lots should 
Bellemont 276 be unable to complete the work. 

These negotiations between the County and Bellernont 276 went on €or months, but were unsuccessful as 
the developer was not agreeable to any of them. 

egotiations in June, making an offer to Bellemont 276, the Ponderosa 
Townhomes at Flagstaff Meadows Homeowners Association; the 

Flagstaff Meadows Homeowners Association and Flagstaff Meadows Unit 3 Homeowners Association to 
consider collecting on the bonds in exchange for protection for the County taxpayers and potential lot 
purchasers, The offer was rejected. 

7 - 
HLhp6 

Why doesn’t Coconino County require Bond Safeguard Insutance Company to pay the bonds? 

The County‘s position on this is consistent with other jurisdictions throughout Mzona. The County 
believes it’s inappropriate to call the bonds and risk County taxpayer‘s funds through itnr+ent litigation 
when the only benefit is for a successor developer. At present, there appears to be no public or 
comnunity benefit because no Unit 3 lots havc been sold. 
The property was purchased out of bankruptcy by Bellemont 276 “as is,’’ and prior to the purchase of the 
property, county staff informed the developer the County did not intend to call the performance bonds to 

complete the project. 



0 The bond holder, Bond Safeguard has also stated it would challenge and vigorously litigate against the 
County if it attempted to call the bonds because the funds would only benefit the successor developer, 
Bellemont 276, and the purpose of the bonds is consumer protection, not to provide a windfall to a 
successor dewloper. 

Why not challenge Bond Safeguard in court? 

* Based on County experience, litigation with a sufety company such as Bond Safeguatd has proven 
extremely time-consuming and expensive. Although the County has been successfd in recovering money 
in the past, there is no guarantee of success in th is case. If the County is unsuccessfil, the costs must be 
paid by County taxpayers, O n  the other hand, if the county were to be successful, it is estimated that a 
majority or all of the bond proceeds would be used to fund the cuunty's litigation costs. 

Why did the County require performance bonds in the first place? 

* Such bonds are required by state law and under the county's subdivision ordinance. Performance bonds 
~ l f :  mandatory to protect consumers and taxpayers from losses should a developer go out of business or 
fail to complete a project. 
When residents have purchased property and developed or made improvements to it, the County has been 
willing to call performance bonds to ensure that the ciiizens get the roads and t$&ties they were promised 
as an expectation at the time of purchase. 

o When B successor developer is the only b e n e f i w  of calling the bonds, the risk of County 
taxpayers being party to a lawsuit to recover the performance bonds is great, and the pal of 
consumer protection is not advanced, 

An earlier agreement between the County and Empire called for improvements to a nearby Ponderosa 
Fire District &e etation. We were told including consmctbn onto the fire station would aid response 
times to the area. I6 that true? 

\ 

Whde it is true that $660,000 of performance bond money was set aside €or improvements to the frre 
station, the requirement was for the developer to contyjbute toward the construction of a commudty 
meeting room. There was no requirement for the developer to make additional improvements to the fire 
station to facilitate additional staffing or improved response times. The Fire District already collects 
property taxes €OK the putpose of providing effective response times. 
The community room was a recommendation from County staff to require the developer to help provide 
additional community meeting space fox the additional population Unit 3 would bring, and was not 
originally proposed by Empire, or Bellemont 276, for the benefit of area residents. 

Because the Flagstaff Meadows Unit 3 project is stalled, we've been told our utili@ rates could double. 
Why won't the County step in to stop this? h - "CC . I-- 

Utility rates ate exclusively regulated by the M o n a  Corporation Commission. The County has no 
authority to set uti!,ity rates and is not required to provide for additional customers to Utility Source, LLC, 
which contracted to provide water and sewer service for Flagstaff Meadows residents. The A 2  
Corporation Commission approved Utility Source's rate structure before Unit 3 was proposed for 
development. 
Because of the time necessary to cornplctc constmction and sell all of the homes built and the 
requirements of the Arizona Corporation Commission, zates may rise regardless of any action or inaction 

e 



by the County. Essentially, the County must look to the Arizona Corporation Commission to address any 
increase in rates in the same manner as area residents must look to the Arizona Corporation Commission. 

Was the development and build-out of Unit 3 “promised” as value to property purchasers of the previous 
Phases of Flagstaff Meadows? 

Notwithstandmg any communication that may have occurred between developer and property buyers, the 
fact is each Phase oE h e  Flagstaff Meadows project was a “stand alone” platting and subdivision with no 
promise or predication that other future Phases would ever be platted or developed. 
The bonds in question are only €or consumer protection of anyone who invests in property in Unit 3. 

What’s the next step? 

The County Board of Supervisors and the Community Development and Public Works Departments must 
wait for the completion of thc ongoing legal challenge. 
The County is not, and has historically never been, opposed to development of the Flagstaff Meadows 
Subdivision or siroilar projects. 
County officials d continue to make decisions related to this issue based on the best interests of d 
County taxpayers as well as in consideration of the county’s Subdivision Ordinance. 

Since this issue was brought to your attention by the successor developer it is very important to make you aware 
of what has transpired. I will continue to work ddigently on behalf of the best interests of 3ellemont residents and 
for all of Coconho County. Your concerns and questions are important to me; however, I must refrah from 
discussing this until it has proceeded through the le& process. Questions and comments about what has 
transpired can be communicated to Nathan Gonzalez, Public Information Officer, at ~ z @ c o c o n i n o d & g i ~ !  
or 928-679-7172. 

Sincerely, 

Matt Ryan 
Supervisor, District 3 



Subject: Flagstaff MEadows POA action on the county lawsuit 

From: DONALD L RUSINSKY (donrusinsky@rnsn.corn) 

To: 

Date: 

nielsen-e@yahoo.com; ffleb@q.com; dmackv2@rnsn.corn; hobolO69@rnsn.com; adarn@sterlingrern.com; 

Friday, August 8,2014 8:29 PM 

Hey Errk, 
Yes our move is going well (as well as moving can go). 

As for the lawsuit, we primarily agreed to join for the following reasons: 

1. We felt that it was in the best interest of the community to complete phase 3 (instead of the 
post-apocalyptic war zone that is there today). 
2. We also felt that the addition of a community room on the fire station would benefit us all as well. 
3. The water rate change was another (although less important) issue. Utility Source has complained for 
years that their rates are based on a larger community and additional users would help share the expense. 

I don't think we signed a letter to join the lawsuit (unless Adam did so on our behalf). We agreed during one 
of the board meetings to join the lawsuit and Adam passed our decision on to the lawyers. 

You can check with Adam to see what he has documented in this regard. 

Hope this helps a little. 

Good Luck, 

Don 





Application http://www2.coconino.az,gov/cocopal/Permitview.aspx?id= 142667 

Permit #PZ-PRE APP-12-062 

Site Address 
** NO SITUS ADDRESS 
INFORMATION ON FILE ** 

Description: Love's Truck Stop 

Contacts 

APPLICANT 
GREENFIELD LAND DEVELOPMENT LLC 
721 E SAN PEDRO 
GILBERT, A2 85234, 

0 
Submittals - 0 total 

Ref ## Type Received Required 
1 
Approvals - 1 total 

Ref # Type 
10 Pre Application 

1 

Received Date 

Due Date 

Inspections - 1 total 

Ref 
# Type 

Scheduled Complete Text 
Date Date status 

10 Planning AND Pre-Application 
Zonlng - Notes Only 
Pre-Application 
Notes 

Pre Application Meeting 

Status: PENDING 
Submitted: 06/28/2012 
Approved: 
Ex pi res: 12/25/2012 

Closed : 

Approval Required Approval Date 

Complete Date 

07/18/2012 Carl's Jr. and Subway as well as fried chicken. A traffic 
storm will be commissioned by ADOT. There will be a tire 
place as well. The applicant had the wrong idea about 
setbacks. The applicant also explained that he would want 
a 65' sign. ABER explains that staff wouldnt support this 
but It could become waived by the commission. TED- 
Drainage could be a problem and the discharge should not 
be detained where the subdlvision would be. Water and 
sewer systems will be provided by neighboring property. 
ABER said he would want documentation that it is within 
their service area, if it isnt it could be added. ADEQ would 
need to give permission about availability to servce the 
property. TIFFANY The colors of the signage needs to be 
addressed because it is an internally lit sign. The lighting 
plan would need to be shown and there could be problems 
with that because the naval observatory is there. ZONE 11 
for lighting and service station canopies are discussed in 
the ordinance. health dept would need to approve of the 
food. explaimed we need 15 sheets.AMANDA Energy code 
was adopted in 07 and that will be part of it. Water 
conservation and lighting was explained. The lightin plan 
wlll not work exlains ABER. LPS is desirable, and the 400 
metal halides are not going to work with our Ordinance. 
AMANDA- landscaping is addressed by p and z. Waivers 
need to be addressed through the CUP. identify any 
sustainable things that are included in your 
submittals/narrative. Screened wall from commercial to 
residential. JESSE- size and design is ID'- 105 mph wind 
needs to be had. live loads of 401bs, and 401bs, snowloads. 
There will be plan submittal about 4-6 weeks after the CUP 
is approved. There is some sort of storage place. 
Ponderosa Fire District is down the street. They need a 

. 

1 o f 2  8/30/2014 2:11 Ph! 

http://www2.coconino.az,gov/cocopal/Permitview.aspx?id
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ARIZONA CORPORATION COMh 

Investbator: Richard Martinez Phone: 

No. 2014 - 117638 
CornDaalm Descridion: 08A Rate Case Items - Opposed 

NIA Not Applicable 

rn 
Virginia Cook oerGrN4L 

Account Name; Virginia Cook HPms:I 
StEa !&!& 
Q& Bellemont 

state: A2 Up: 86015 k E-Mal 

Utibt~ Companv. Utility Source LLC 
Division: WaterlSewer 

Contact Name: 

Nature of Complaint: 
Docket No. WS-D4235A-13-0331 Rates 

From: Util-Publiccomment 
Sent: 
To: Utii-PublicComment 
CC: 
Subject: Public Commenr 

Monday, August 11,2014 10:39 AM 

Name: Victoria Cook 
Rate: august 11 2014 
Address: 
Phone: 
Citystatezip: Bellemont, Arizona 8601 5 
Cell: 
Docket: bellemont water increase 
DocketNo: 
Utility: uiilitv source 
Emall: 

A ~ ~ O I C I  Corporaton Commission 
DOCKETED 

Comments:To whom it may cuncem: In October 2012, upon learning of the rumor that yet another truck stop was 
to be built in Bellemont, I telephoned the number listed on the "For Sale" Sign on the lot to discuss the 
community situation with the owner. Mr. Lonnie McLeve took my call. 1 had a very pleasant and delightful 
conversation with this gentleman. He was most cordial to say the leest. He relayed to me that I should welcome 
such a project as it will help with the cost dour water bill. Furthermore he sugested that if the new truck stop 

et built, most assuredly our water bill would be increased. True to hls word as an honorable 
gentleman, he is now trying to increase our,water and sewer bills. Unfortunately, everything has increased from 
school tax, to sales tax and all in between. 1 assure you that 1 have no one to turn to increase 200% to satisfy the 



ARIZONA CORPORATION COMMISSION 
UTlLiTY COMPLAINT FORM 

cost of increased taxes, water bills and all aspects of the cost of living. I would humbly ask you to consciously 
search the meaning of this. Perhaps you are not aware but only 6 years ago our water bill was increased due to 
very confusing reason much of which evobed on utility services not having filed correctly and now there are 
fines which clearly were deferred to the resfdents, At this time, there seems yet another interesting reason to 
again increase our water bill. I am sure it will sound reasonable but forgive me for my implication but I do firmly 
believe that at this juncture there is an aspect of "gouging" here. When we bought our lot and built our home in 
Bellemont, we were assured that our water cost would be equal to or cheaper than Flagstaff and that we had 
water for a minimum of a 100 years. We paid the cost ofthe water hookups as a part of the sale cost af our 
home. I have already paid for this well. Why I continue to pay and increased water rate yet a 3rd time is beyond 
my comprehension and beyond what I can afford. The only reason we moved all the way out here in Bellemont is 
it fit our budget and can afford a humble living. Again forgive me but I am sensing a "bait and switch" type of 
sales job for this development. Now living here costs more than if I had bought in Flagstaff 
'End of Complaint* 

Utilities' Resgmn se: 

Investiaator's Comments and Disoosition: 
8/13 
Emailed to the Phoenix ACC office for docketing. 
FJLE CLOSED. 
*End of Comments* 

Date Completed: 8/13/2014 

Q B b b I b  2014 - 117638 
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i \ 0 
COCONINO COUNTY - Department of Commknity Development 
2500 North Fort Valley Road, Building 1 

CONDITIONAL USE PERMIT APPLICATION 

Flagstaff, AZ 86001 Phone: (928) 679-8850 Fax: (928) 679-8851 

APPLICANT 
Name Utility Source 
MmiWrgAddress 721 E. San Pedro 

Gilbert, AZ 85234 

contact Peruxl Gary Bulechek 

Phone 480-220-3440 Fax 
chek-cpa@msn.com 

PROPERTY INFORMAITON 
~ssessots Parcel # 203-47-004F: 
SubdiiVision nia 

Unit # nia 

Mdress/-tion A portion of the southwest quarter 
of Section 36. Townshb 22 North. Ranae 5 

Lot # nia 

~ ~~ 

East, G&SR Meridian, Comnino Co. AZ 

CONDrrZONAL USE PERMIT REQUEST 
Please provide a brief description of the request. 
Project will consist of constructing a 24- hour, 

potable, water load out station with a paved 

accessibility loop for residential customers and 

commercial haulers 

O F F I C E  U S E  O N L Y  

Received By 

Related cases 

Appeal Filed E3y Date 

Receipt # Fee 

SUBMIlTAL CHECKLIST 
Pre-application meeting with a &ff planner of the 
Community Development Department. 

ho A dtizen participation plan. (?%e &?Wguid&iks) 

BJ A nwr-refundable filing fee. peeam&dguta&nes) 

A &oewtfiYm narrative dexribing the request and 
conformance to the findings for a conditional use permit. 
(See &&gui&ihe$ 

81 A &pew&?n list of names and addresses of all property 
owners within 300 feet of subject property. 

Fifteen mpies of all plans and drawings as indicated by the 
staff planner at the pre-application meeting. (See dftackd 
gui&im) 

All materials must be folded to fit in a legalsize file (8%14") 
and labeled 50 that the applicant's name and project location 
are visible. 

CERllFICATION & SIGNATURE 
Submittal of this application constitutes consent of the applicant 
in granting the Department of Community Development acceSS 
to the subject property during the course of project review. 
No further consent or notice shall be required. 

I hereby ceertrfy that the information in this application is correct 
and agree to abide by the regulations of this jurisdiction. 

C O M H I S S X O N  A C T I O N  

Resolution # Date 

B O A R D  A C T I O N  
w 

0 Approved with Conditions ( s e e a m & )  (3 Denied f 
0 

Ordinance # Date B 

mailto:chek-cpa@msn.com


PROJECT NARRATIVE 
for 

Utility Source Bulk Water Service 

Located within APN 20347-004F 
Cownino County, Arizona 

Prepared by: 
Utility Source 

721 E. San Pedro 
Gilbert, Arizona 85234 

Date: November 13,2009 



PROJECT SUMMARY 
The Utility Source Bulk Water Facility Project will consist of constructing a 24- 
hour, potable, water load out station with a paved accessibility loop for residential 
customers and commercial haulers (up to a 4000-gallon water hauling truck). 
The layout will be designed to provide access for residential customers on the 
south side of the load out station. Access for commercial customers will be along 
the north side of the load out station where a wider turning movement will be 
provided. The automated load out facility will accept prepaid cards for the water 
purchases. Refer to the site plan included with this CUP submittal for the 
proposed accessibility loop, Access to the proposed Imp will include a one-way 
entrance and exit off of Brannigan Park Road - a Coconino County Road. 

PROJECT LOCATION 
The project is located on Assessor Parcel Number 203-47-004F in Coconino 
County, Arizona. A general description of the location is in the Bellemont area on 
the north side, adjacent to 140 (see Appendix A - Vicinity Map). 

LOAD OUT STATION 
The load out station will be approximately 24’’ wide x 84” long x 72“ high (see 
Appendix B - Water Load Out Schematic Layout). Retaining walls will likely be 
required and two, 4-ft site walls will direct commercial and residential traffic 
around the load out facility. Nominal, shielded, lighting will be provided to allow 
nighttime use, while meeting dark sky requlrements. An entry sign, in 
accordance with Coconino County Code, is proposed near the loop access. The 
estimated water demand for this facility is fl50,000 to 200,000 gallons per 
month, resulting in approximately 150 residential customer trips per month and 
60 commercial trips per month. Per the County‘s request, Utility Source will 
advise potential commercial customers there may be some inter basin transfer 
issues. + 
PERMITS 
The following permits and approvals will be required in association with this 
project: 

Coconino County: 
o Grading Permit 
o Building Permit 
o Electrical Permit 
o Encroachment Permit (Brannigan Park Road access) 

ADEQ approval - required for water dispensing 
0 Note: County Health Permits will not be required 

.zc: Utlllty Source has approvals from ADWR and Corporation Commission indicating 
the water quantity is available and Utility Source may make bulk water sales on 
the level proposed. 

3 of 4 



PRE-APPLICATION MEETING 
On Wednesday September 16, 2009 a Pre-Application meeting was held with 
County Staff to review the project. At this meeting County Staff advised that the 
project was subject -- to the j U . E ! w p u i c e s s a n d - S k e ~ i ~ + ~ ~ $ ~ ~ a t  .$ 
U€aty Source's discretion. Utility Source advised that they would proceed w% 
the application and a ditrzen Participation Plan. 

PROJECT STATUS 
Construction Documents will proceed upon CUP approval. Construction of the 
project, assuming completion of the required permitting, is planned for spring of 
201 0. 

CITIZEN PARTICIPATION PLAN 
The Citizen P articipatin Plan consisted of notifying the following residences as 
directed at the Pre-application meeting: 

0 Residents within 300-feet of APN 203-47-004F; on November 5*, a notice 
was mailed to the owner's address as listed on the County's GIs website 
(see Appendix C - Notification List and Announcement). 
Owners of Parcels 203-40-007 and 203-40-009; on November 5'h a notice 
was mailed to the owner's address as listed on the County's GIS website 
(see Appendix C - Notification List and Announcement). 
Owners of water service connections within the Flagstaff Meadows water 
system including Flagstaff Meadows, the Flagstaff Meadows Townhomes, 
and commercial properties. This was done with a notice included with 
their water bill mailed out on November 5* and Sm where applicable (see 
Appendix C - Notification List and Announcement). 

The notices included information on a Neighborhood Meeting scheduled for 6:OO 
PM on November 19, 2009 at the Bellemont Fire Station to provide additional 
information, answer questions, and receive comments (see Appendix C - 
Notification List and Announcement). 

b $/ 

APN 203-47-004F is owned by Fuelco Travel Center Limited Partnership, a 
company affiliated with Utility Source. The parcel contains two water storage 
tanks operated by Utility Source. Access to the parcel is a gravel driveway off of 
Brannigan Park Road. 

Future access to the proposed water load out station will include a pawed looped 
driveway to accommodate residential users and up to 4,000 gallon capacity 
commercial users. Access to the existing storage tanks and booster station will 
be provided off of the loop driveway. 

4 of 4 
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ARlzoNA DEPARTMENT OF EMRONME: 

QUALITY 

CERTXFICQTE OF APPROVAL 
OF SANITAUZY FACDXIZS FOB SUBDIWSIONS 

I 

SUBDMDER NAME 
Mailing Addrtos I 
*1mg Address 2 
CitydStaWZip 

3726 S Wild West Trail 
F&m Az 86001 

LOCATION k-t 

WATER SUPPLY 

SEWAGE DlsposAL f i ~ M e ~ d o w s  104083 

BdlmDnt water s y s m  ID 03300 

REFUSEHAULER W . a e I a s n q K m l  

REFUSE DISPOSAL SITE 

1. The water supply for this developmexlt has been d c t d e d  to be inadequate by the Arizana Department 
of Water Resources per A.A.G. R12-15-703(B)(c) 

Stephens A. orven&, Director 
Arszona Department of Enviroamenbl Quality 

By: 

ASEQ NRO 1515 E. Cedar Ave. Suite F Flagstaff, AZ 86004 (928) 779-03 13 l(877) 602-3675 a704 



ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY 

Provisional Verification of General Pennit Conformance 
for Sewage Collection System General Pennit 4.01 

Applicant laformrtion: PLACE ID 19323 ADEQ Cm M(n0322 LTFNa 30170 
I I I 

Nunc J a ~ y  Abbott Project N8me Flagstaff Meadows Unit 2 
Mall A d d m  1 
IMdi Addm 2 
C i t y i s t n m p  

3726 S Wild West Trail 
Ragstaff. AZ 86001 County Coeanjno 

Project Type@) GENERAL PROJECX DEWRIPTION 

x Cravlty Main F o m  .Vain 4300' 8" W C  ,17 mwholes, and 88 ddential m e t  connections 

Lift Station Other 
3 I I 

Wuttwatw System Number: 

System Capacity AKInartlon (Agarf Date) LUIIUC M K I m  6'17103 

APP # 104083 

Deign Documnts Appnwed D8tc Nmrut Town Btilcmont I 
Application 6/3/03 bution o f  MsMbuckn S y n ~ m  

Site Plan 6/4/03 Tannsbip 21N R.ngc5E 

Design Plan 5/21/03 !ktion 1 QnnrtwSccticn NE 

opcrarions & Maintenonce Plan tantude 350 11' 02' 

Rcspansc fAm 

Other 

LCUgihlaC 111'37' 1 I" 

SPECIAL PROVISIONS: 

kl .&p licnnr mp not disc 
perA.1.C. RIS-dk301 (Am 

(stuff opmnting) until meiving a written VERIFlCATION OF GENERAL PERMITCONFORMANCE Bnwn M E Q  

I ( 6 7 7 )  602-3675 ~2719 

Page I of I 



ARIZONA DEPARTmNT OF ENVIRONMENTAL QUALXTY 

Certificate of Approval to Construct a Wafer Distribution Syszem 

Appliant InformrHon: PhceID 19323 ADEQ C F W  20030322 LTP# 30172 
I I I 

M8il Address 1 
Mail Address 2 II Na- ciWlst8-tdziD 

J a r y  A b  
3726 S Wild Wesi Tmil 
Flagstaff, Ai! 86001 

Approval to Construct (AX) thc 3bovc-ckqcribcd fw I cs as rcprrrartod in the approMd plans documents on file thc with the Arizona Depamnmt of 
Envtronrncntd Quality, IS hereby given subax to the jok4ng pmvisioW. 
The Crntrrl Pruvisions and Spcdrl ProvWoru lor the Water Wtrlbution System appcrr oa Pages 2 of 2 

KHlIth;! 

CERTlFICATE DISTRIBUTION 
Ofininn1 Certificate: 

&pliant 

ccnlnalt CeDV miv: 
ADEQNRO Reading Fik 
ADEQMRO CPartruEh File 
cvurntv P6tf 
Em?s A h  

2550 N Thunderbird Cir iY 132 
Meria. Ai? 85215 

f (877) 602-3675 ~ 2 7  I 9 

Page I 4 3 



ARIZONA DEPARTMENT OF 1ENT;LRONMENTA.L QUALITY 

Certificate of Approval io Constnrct a Wuzer D&tribm'm System 

N a m  
3726 S WIN West Tdl 

B 

i(S77) 602-3675 ~2719 

Pagelof 3 



ARIZONA DEPARTMENT OF ENVlRONMlENTAL QUALITY 

Provisional Ymjkation of General Permit Conformance 
for Savage Collech'on System General Pennit 4.01 

W u t m a t m  Syrttm Nrmkr: APP # 104083 I 

SPECIAL PROVISIONS: 

Pngc I of I 



SUBDIVIDER NAME 
3726 S WiU West Tnil 

1. The water supply for this deve1;Opment has been d e t d e d  to be inadquab by the Arizona Department 
of Water Resources per A.A.C. R12-15-703(B)(c) 

Stephms A, Owens, Dirtctor 
Arhna Department of Envlronmentrrl QuaUty 

.OEQ NRO 1515 E. Cedar AVC. Sui= F AZ 86004 (928) 779-0333 l(877) 602-3675 a704 



t 

< 

c 

. -- 
Date: Augusr19,2W 
To: SteveOlea, ACC 

Doug Dunham, DWR 
From: J&ey W: Stuck, Safe l3nnbng Water Section Manager 
Subject Flagstaff Meadows S- 

. .  " . ,  

ADEQ has subsequently issued.several approvals for facilities associated, with flagstaff Meadows 
subdivisin including Approvals of Sanitary Facili&s for Subdi-, Approvals M Constrgct 
(ATC). drinking water facilities and Approvals of Corp+uctibn ( A X ) .  for + 

Printed on recvcled D ~ D W  



- 2 -  August 19,2004 

facilities. These approvals contain the same discrepancies for che. water system that were 
provided on the applications by the applicant. At this time ADEQ is suspending the Approvals 
for Sanitary Facilities for Subdivisions for Flagstaff Meadows Town Homes and Flagstaff Meadows 
unit 2. 

. .  . .  

I ~ ~ T V V O  a p p ~ i F t i 9 ~  tti the D e p d t  b f ' w a t ~ r . ~ ~ W ~ ~ . . ' ~ m j  for a' iater 
detem@@on the applicant h&, ~dkared.difkent yam supplie&,"&an'.&ose 
ADEQ. appli&tiom.:: DWR shows the .listed water suppliGr. fix FhgstaflMeadows. Todxomes as ' ;' 
dig Townhome+qf FlagStaffM,&dows.. . F% Flagst& Mkadows~I6r II the water shpphkr'is listed:as 
the &gs& Mhkws.  H k m r s  Ass&tb~:'In.bo&~ a d q w ,  repits, DWR has found . ' 
these mter impplies t& be. iriadequate.. Additionally,, the appficint hss submitted-Physical " 

~vdabi i ty  ~expo~mtion (PAD)..app&cation to DWR.. This'appfication requires. additional 
infoqnati6fi for. DWR to. complete i s  evaluation and- the applicant& being notified of the need 
for additional inf&tiox~' . .  . .  

The ACC has indicated that an application is before the Commission to change the name of the 
Bellemont Tnvei Center water system to Utility Source LLC. This application also includes 
applicatian for establishment of a certificate of Convenience and Necessity (CCGrN) area 
covering the Flagstaff Meadows subdivision. Currently here are several homes within the 
Flagstaff Meadows subdivision which are b e i i  served by the water supply. The ACC has 
indicated that the water supplier ha5 been notified that they cannot legally serve any additional 



c - 3 -  A u g ~  19,2004 

customers until adjudication has been completed that either grants the CCW or determines 
that tke. watersupplier is not a Pu%k Service Corporatioh A decision in this mater has not 
beenmade at the time. of this memorandum. 

1.: 

2. 

., ~ 3. 

4. 

5. 

Obtain Capacity &velopment Approval from ADEQ for the magsctaff Meadows 
HOIWOWWXS Association (Utility R&ou.rce UC). If ACC'b determined that 
FhgstafT Meadows Homeowners Association is not a P$&c Service Corpcnration it 
wiIl be necessary fm Flagstaff Meadowsto demonskte'a minimmi d50. gdons per 
p c m  per, day for a period of 100 pars to ADIQ.. 

Obtain the. remaining AOC approvals from iADEQ for chiding water facilities. 

Submit the above information to ADEQ in order to have the suspension to the 
Approvals for Sanibiy Facilities for S M W m  lifred for Flagstaff Meadows T m  
%mes and Flagstaff Meadows Unit 2 



- 4 -  

6. Obtain public reports and required amendments for t h ~  Flagstaff Meadows , 

subdivisions from DRE. 

Upon completing these regulatory requirements/demonsmtiom Flagstaff Meadows subdiwon 
wilI be in compliance with all regulatory requirements. 

Please feel free to contact me wirh any questbns at (602) 711-4617. 

2 ,  . 
. . ..,, .. 
. .  . .  . . . .. 

cc: Karen Smith$ WQD . 
JimSediUo;NRO 

1 
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I . :  

I - A~g~t19,2004 , 

! 

ARIZONA DEPARTMENT 

E NVI RO NM ENTAL Q UA t I TY 
OF 

-. 
11 10 West Washingtm Street = phoenix, Aimna 85007 

(602) 771-2300 ww~.adq&dte.a~.u~ 

RECEIVED 
AUG 2 3 2004 

I Mr. Jq Abhtt AZ CORPORATION COMMISSiON i 

3126 S. Wild West Trail DIRECTOR OF UnUTIES 
magstatr,AZ 86001 . 

i 
I 

lic Service Corporation, obtain a Capacity Development Approval j from ADEQ for the Town Homes and Unit 2 by pmvi& the dockentation 
I required in Tide 18, Chapter 4, Attide 6bf the Arizona Administrative Code 
! 

j Northern Regional Office Southern Regional office 151 5 East Cedar Avenue Suite F: flagstaff, AZ 86004 400 West Congress Street -Suite 433 Tucson, Az 85701 
(928) 779031 3 I5201 628-6733 

I 

hinted on recpdedpaper 



05-81-2007 Dd:16F%4 FRDM-GREENF IELD W D  DEVELOPEN? 

ARIZONA RIEPA.RTM$NT OF E!PMROHMENTAL Q U m  

Sewage Treatment Facility 
CAPACITY ASSURANCE 



06-31-2007 04: 15PU FROM-GREENFIELD I ‘MD DEVELOPMNT 4808923387 T-698 P.002/005 F-661 

ARIZONA DBPARTAIIENT OF ENVllRONMENcrAL QUALITY 
CAPACITY ASSURANCE 

for 
Sewage Collection System 

1 I 

11 10 West Washington S m l ,  541SB-3 Phoenix, Arizona 85007 (602)771-4677 1(800)234-5677 E x  7714677 



I 
APPLICATION fur APPROVAL TO CONSTRUCT DRIP4 

(PLEASE S m  M THE ADEQ ENGINEERING REVEM' DISK AT 1110 W. WASHINGTON S I 

A.mm~AME: Flagstaff Meadows - Unit Three IIIhl I! 5' 2007 
! 

PROJECT TYPE (plraw chefk all applicable components for the OVERALL PROSmJ: I 
- New Drinking Water Well of Source 

Water Line and Appurtances 
Water Treatment Plant . ,:?;'. 

_. - Other: 

Coconino 
Ccmetruct an 8" Water Line Extenslo?, including fire hydrants 

E,FROJECTDESfXETIOM e 

and all appurtenances. 



J U I L  5. 2007 3:D3PM hopire c o m p a n i e s  i9287731370 

AddIW 721 E. ea; Pedro 



ARIZONA DEPARTR!?ENT OF EhTlRONMENTAL QuALIm 
CERTIFICATE OF APPROVAL TO CONSTRUCT 

WATER FACILITIES 

Pam I or I 

ADEQ FiIe No: 20070475 L'I'FNo: 44626 

System Name: Bellemont Truek Center &&m Number: 03-300 

Project Owaer: Empire Companies 

Addresp: 1016 W. University, Flagstaff, A2 86001 

Project Location: Flagstaff County : Coconino 

Description: FLAGSTAFF OWS ~ ' S '  3-PHASE 1. INSTALLATION OF 
AF'PROXlMATl%Y 5,500 LF OF C-900 PVC WATEituNES AND 
RELATES FITTINGS, TO SEUVE 122 SINGLE jSM3 MULTI-FANBLY 
RESD-LMTS. 

1. 

2. 

3. 

4. 

This project muBt be c~lstructed in accordancG with all applicable laws, including Title 49, Chap& 2, 
Article 9 of the Arizona Rgvised Statutes end Title 'I 8, chspter 5, Article 5 oftbe Axizoaa 
Addnistmtive Code, 

Upon compfetion of conrstruction, the engineer shall fiil out the Eaginccx's certitiartc of CompcEtion 
and forward it to tbc Northan Reghid Office l o d  in Flagstaff. If dl reqiiremu~ts have been 
completed, that uuit dl1 issue a Certificate of Approvd of ComtructiOn. R18-5-507@), Atiz. 
Admin.Cde. At the project owner's request, &e Department may conduct the fznal iaspeCtion 
required pursuant to R18-5-507@); such B r e p s t  must be made ia witing in acmdaace wjtb the 
time requirements of R1;18-5-507[[3), Ark Adanin. Code. 

'IBi6 certificate Will be void ifctmstmc~on hag not started Within MIL: year affer the wfioate of 
Approval to Construct is issued, there is a halt in tmnstzu- ofmore tzIan one year, or cotlstnrctio~ is 
not comptd  within throe years of the qpmva1 date. Upon receipt of 0 dtta EqUeSt fw an 
extendon of time, the Department may grant 8tl extension of time; an extension of t h e  must be in 
d t h g .  R3&5-50S(E), Ariz. Ad&. Code. 

@m&h~ of 8 nmly constructed facfity shall not begin until a Certificah of Approval of CmSnUCtiOII 
has been issued by the Department. R18-5-507(A), MZ. Admin. Code. 

Reviewed by: FMS 
By: 

Manager, M i n g  Water and 
Wastewater Engieming Review 
Water Quality Division 



ARIZONA DEPARTME3T OF ENVIRONMENTAL QUAUTY 
CERTIFICATE OF APPROVAL TO CONSTRUCT 

WATER FACILITIES 

Page 1 Of 1 

ADEQ File No: 20070475 LTFNo: 44626 

System Name: Beilemont Truck Center System Number: 03-300 
Project Owner: Empire Companies 

Address: I016 W. University, Flagstaffs AZ 86001 

Project Loeetion; Flagstaff County : Coconino 

Description: FLAGSTAFF MEADOWS UNIT 3-PHASE 1. INSTALTATION OF 
APPROXIMATELY 5,500 LF OF C-900 PVC WATERLINES AND 
RELATED FITTLNGS. TO SERVE 122 SINGLE AM) MUI;TI-PAMILY 
RESIDENTLAL LOTS. 

Approval to construct the above-desm-bed facilities as represented in &e approved documents on 
file with the Arizona Dqanlarent of Environmenhzl Qual& is hereby given subject toprovisionS 
I ihrough 4 eontimed on page I through 1 
1. 

2. 

3.  

4, 

This project must be constructed in accordance with all applicable laws, including Title 49, Chapter 2, 
Article 9 of the Arizona Revised Statutes and Title 18, Chapter 5, Article 5 of the Arizona 
Administrative Code. 

Upon completion of construction, the engineer shall fill out the Ehgineer's Cenificate of Completion 
and forward it to the Northern R.egiond Office located in FlagstaE If all requirements have been 
completed, that Unit will issue a Certificate of Approval of Comtsuctiirm, R18-5-507@), Ariz. 
AdminXode. At the project opVners request, the DBparhnent may conduct the find inspection 
requid purrmant to R18-5-507@); such a request mu& be made in writing in accordance with the 
time requirements of R18-5-507((=), Ariz. Admin. Code. 

This certificate will be void if construction has not started witbin one year after the Certificate of 
Approval to Construct is issued, there is a halt in construction of more than one year, br construction is 
not completed within three years of the approval date. Upon receipt of a written request for an 
extension of the ,  the Department may grant an extension of time; an extension of time must be in 
m g .  R18-5-505@), Ark. Admin. Code. 

Operation of a newly constructed facility shall not begin until a Certificate of Approval of Construction 
has been issued by the Department. R18-5-507(A), Ariz. Admin. Code. 

Reviewed by: FMS 

cc: FileNa: 20070475 
Rcgiond Office: Northern 
Owner: Empire Companies 
County Health Depadment: Cacwino 

Planning a d  zcming/Az CIUP. Commission 
Engineering Review Datnbase - -21 

Shcphmd-Wchnitza, IPc. 

Manager, Drinking-Water and 
Wastewater Engineering Review 
Water Quality Division 



SUBDIVISION: Flagstaff Meadows -Unit-3, Phase 1 ADEQ File No. 20070475 1 
44624 

APPROVED 
Lots 343-464 Total 122 LTF No. 

1. No ”discharge” to the “waters of the United States” pursuant to Sections 301,309,402,404, and 502 of the federal Clean 
Water Act (CWA) is authorized by this approval. If this project results in discharge to these waters, CWA permits are 
necessary before commencing the discharge, pursuant to the Code of Federal Regulations Titles 33 andlor 40. Aay 
construction in a watercourse shaU comply with all terms and conditions ofthe Section 404 Permit program which is 
administered by the US. Army Corps of Engineers. 

This Certificate of Approval does NOT constitute rn Individual or General Aquifer Protection P e d t  for the sewage collection system 
incorporated in this subdivision (see separate Provisional Verification of General Permit Conformance). 

Stephen A. Owens, Director 
Arizona Department of Environmental Quality 

8 fLb I: 2 
Kwame A. Agyare, $.E., Manakkr, 
Drinking Water &Wastewater Engineering Review 

Date 

Water d;ality Division 
/ 

CERTIFICATE DISTRlBUTlON 
Original Certificate and Plat: 

Certificate Copy: 
Engineering Review File No: 20070475 

Subdivider: Same above 
Agent: Amanda Broadwater 

Redewer: F M  
ERP: OF935 



I ADEOIA ' COLLECTION S Y S ~  
Arizona Repartment~ GENERAL PERMU 
of Environmental a a l i  

Notice of Intent to 

Projecf Location: 
Belle Mont, Arizona, ten miles west of Flagstaff. 

Project Description: 
To construct approx. 6,785 linear feet (14 8-inch sewer pipes, 39 manholes, and related 
appurtenances. 

Flagstaff Mtkdows Treatment Facility 
WWTP Name: Wastewater Tmetment Plant Pemitted Design Flow: 0.15 MGD 

APP Number 104083 Aflhation Date: 5/3 1 /07 
Sewage Collection System 

System Capacity 

Description of Area Served by Project: 
122 residential Units. 

Revitwtr: FIE3 
ERP: 07-934 

=VISED W C H  2006 

11 10 WEST WASHINGTON, PHOENIX, 85007 
WWW. AZDEQ.GOV 

http://AZDEQ.GOV


CONSTRUCTION AUTHORI[ZATION 
FOR A SEWAGE COLLECTION SYSTEM 

Applicant Infirmation: county: coconi!Jo 

Name Guillermo E. Cortes ADEQ File No, 20070475 

Address 1 I D  W Dele Ave Project Name: Flagstaff Meadows-Unit 3, Phase I 

Design Plan I07/17/07 
oaeration & I 

Project Location: 
Belle Mont, Arizona, ten miles west of Flagstsff. 

Project Descrlption: 
To construct approx. 6,785 linear feet (lf) %-inch sewer pipes, 39 manholes, and related 
appurten;mces. 

Flagstaff Meadows Treahnent Facility 
WWTP Name: Wastewater Treatment Plant Permitted Design Flow: 0.15 MGD 

APPNumber 104083 A m a t i o n  Date: 513 1/07 
Sewage CMk.ctim System 
Capacity ABim8tion Date; 9 3  1/07 

system capacity 

_ 

Description af Area Served by PmJeet: 
122 residential Units. 

- .  I 

Construction Authorhdon: R Constructioo Authorization is issued in accordance with Arizona Administrative Code (A.A.C.: 
Title 18, Chapter 9, Article 3, Part A, Section A301, The applicant is authorized lo construct the facility at the location specifiec 
herein under terms and conditions of the requested general permit and applicable requirements of Arizona Revised Statutes Title 49 
Chapter 2, and A.A.C. Title 18, Chapter 9. The applicant has two years &om the approval date of this document to completc 
construction and submit the applicable verification documents specified in A.A.C. R18-9-E301(E). Construction shall conforn 

Manager, Drinking Water & Wastewater Engineering Review . a h  /o 3. 
Title Date 

idcwcr:  FM3 
ERP: 07-934 

REVISED MARCH 2006 

1 1 10 WEST WASHINGTON, PHOENIX, A2 85007 
WWW. /\zDEQ.GOV 

http://zDEQ.GOV


Date: November 28,2007 Job#: 06066 

LElTER OF TRANSMITTAL 

To: ADEQ Regional office From: Guy Zeigler 
Candice A Engram 
1 1 10 West Washington Street 
Phoenix, AZ 85007 

I 1  0 W. Dale N e .  
Flagstaff, AZ 86001 

(602) 771-4658 
~~~ 

Project; Phase One of Flagstaff Meadows Unit 111 Subdivision 

Copies Dated Description 
Subdivlsion 

1 NIA Application for Approval of Sanitary Facilities for Subdivisions 
1 Check No, 1774 for $300 associated with App for Sanitary Facilities 
1 06107107 Garbage Disposal and Garbage Service Agreements 
1 

' 

ADEQ Certificate of Approval to Construct Water Facilities 
I ADEQ Constru~tion Authorization for a Sewage Collection System 
1 10115107 Recorded Final Plat; Shts 1 8  of 6 
1 NIA C a R s  (Master Association, Townhomes, and Detached Homes) 

11l20/07 

7/11/07 
811 0107 

I 1 I i 
Please advise us immediatety if the items transmitted are not as described, Thank you, 

Candice: 
This project received an Approval of Sanitary Facilities for Subdivision under ADEQ File# 20070475. 

Due to modifications to the Final Plat, David Burchard advised that an Application for Approval of 
Sanitary Facilities must be submitted to obtain an Approval that will supercede the previously issued 
approval. 
GUY 

Copies To: File Signed: 

P:\2006\06066\DOC\ADEQ\subnittal pkg\LOT-ADEQlI -28-07.d~ 



Fkoject Name Flagstaff Meadows - Unit Three, Phase I Subat!.l.c/S?~W 

Name Justin Sari Phone WB) 214-9683 

2 Ownerlkmtor I m o n  responsible tar owraU comlslianee) I 
Title Forward Planner Firm N -- 
Title Vice President Firm Name Sftephard-Wesnltlrer, inch 

Location of downstmm end ofwtem proped he& 
Township , 2fN Range 5E 1 

Latitude 35 0 14 ‘ 7.9 *’N - Long&& 111 -- 49 ‘ 1.6 “‘PI 
Legal description &area served by sewage cal i t~iou system 

Section 1 NW1/4,NE1/4 

-- 

Ljst any other fidtral or st& environmental permits issued for or needed by thc facility, Muding my individual pcmh, 
Qroundwater Qndity pmtoction Pennit, or NatiGe of I)isposal that may have previously a&orirect the discharge (awh 
addiinai pages ifnccersary] 

WA 

I have provided a general site plan showkg the boundaries and key aspects of the pmjcct. 
I bave p d d e d  ihe appmpnnte fee (see instructions) 

&iVlSED NOVEMBER 2005 PACE 2 OF 3 



SEWAGE COLLECTION SYSTEM 
TYPE 4.01 GENERAL AQUIFER P R O T E C T I O N P E ~  

a. The plans and profiles for all sewer Iines, manholes, force mains, depressed sewers, and li stations with sufficient detail 
to allow Department verification of dcsigo and performance characteristics; 

b. Relevant cross sections showing construction details and elevations of key components of &e sewage collection s y s t a  to 
allow Department verification of design and performance characteristics, includrog the slope of each gravity sewer 
segment statui BS a p n t a g e ;  

e. Drainage features and cofit~Is, and erosion protection as applicable, for the camponents of the project; and 

Population Served by Proposed System 801 
Number of Service Connactions 131 

Total length of force mains 0 Feet 
Number of menbales 39 

Total length of gravity sewer lines 6785 Feet 

Number of lift titations a 

also ctrrtifj. that the sewage collection system described io this fbm is or will be constntcted, designed and operated in 
amrdauct with terms and conditions ofthe Type 4.01 General Aquifer PrOMionPnmit (A.A.C. R18-9-E301) end applicable 
requirements of Ariuma Revised Statutes Title 49, Chapter 2, and Arizona Administrative Code Title 18, Chapter 4 ngarding 

I I I I 

PAGE 3 OF 3 REVISEDNOVEMBER 2005 

11 10 WEST WASHINGTON, PHOENIX, kz 85007 
www.mEQ.wv 



ADE 
Arizona Department 
of Environmental Quati 

[ GENERAL INFOMI ATION: 

I Subdivision Information 
A )  Subdivision Name Flagstaff Meadows-Unit Three, Phase I 
8) LotNumbers 222- 3w 

Co~~tlnue on seplrnie sheet dpaper ifspeee I S  not sdequnle Each lor should be identified Ran show fowcuuw nwnbcrs J5 “ x  lhfu ‘‘Y) 
C) County Coconino city Flagstaff 
D) Township 21N Range 5E Section 1 

F) Area of Subdivision 25% Acres 
GI Number of Lots Industrial Commercial Residential 1.19 TOTAL 119 

Longitude 111 49 ‘ 02 “ W  E) Lntitude 35 14 ’ 7.5 “ N  - -- -- 

2 Applicani/Agtnt lnFwma&~ I 
A) Owner or Subdivider Empire Companies 

B) Authorized Ageat Justin Glcari phone (928) 214-9683 

Phone (928) 214-8683 
Mailing Address I096 W. University city Flagstaff AZ zip 88001 

Mailing Addrm 1016 W. University City Flagstaff State AZ zip 86001 
3 Fee 1 

bd 1 have anached the applicable subdivision application fee (see htructions). 

WATER SUPPLY 
4 Water Sopply Name 

A) Name of Water Supply Bellsmont truck Center Water System public Water System No. 03-300 
[ 5 Water Supply Information [Check One): I 

A compkted, signed Apblication for Awroval to Construct Binkina Water Faciliia is attached, or 
Plans and specifications were previously approved by ADEQ and 8 copy of that approval is attached, or 

0 The Delegated Local Agency approvedthe plans/specs and a copy of Approvd No. 
Water distrlbution system will be constructed by: 
5 subdivider 113 municipality independent water company 

is nitached. 

1 6 

SEWAGE COLLECTION SYSTEM 

7 Sewage Colkrtion System Information [Cheek One): 
A completed, signed Notice of Intern to Dischawe for A Sewaee Collection System 1NOI) is attached, or 
A Construction Authorization for the collection system was issued,by ADEQ and a wpy#of.{hat approval is attached, or 
The Delegated Local Agency approved the plans/specs and a copy of Approval No. . . isattached. -u y+ i 

The sewage collcclion system which serves the subdivisioit empties directfy to the wastewater treatment facility, or 
@ Because another downstrcent collection system carries sewage from the subdivision to the wastctvater treatnient fidcility, a 

P ? m  4 01‘ 7 

/ co~np!eled signed Canaritv Assirrance Fur a Seware Collection Svstcin form is atrached. 

R t ~ t  I )  Uu\‘EklBI:R 2005 

I 1  10 WEST Wt\SIIIWI<>N, PII(>CFiIX,AZ85007 
www.n/: f>l?).Ctl )V 



I SEWAGE TREATMENT AND DISJ*OSAL: 

1 10 

I 
Sewage Tnnrmenl and Disitosuf (Cbrck One): 

Sewage Frclni this prqjcct v;ill be treated by ai1 existing Wiistewalcr Trenuncnt Facility ( W F )  
WTF Nme 
APP Pcrinb No. P-1040B3 ’ - .  
AZPDES Perniii No. A2 0024TbB 
Thc uancr or opemior ofthar facility included with h i s  applicalion a complcld and signed a Srwarre Tmtmen t Faciliix 
Capaciw .r\ssumice form. or 

subinitled to ADEQ for rcview on 
f i r  new W W I ’  will avcpnlplish treatment by (desmk prc~cessk . 
Efflum1 disposal will be accomplished by (describe): 
Tmabaent raciliiy will be constructed by: 0 subdivider a municipality a iiideprndsni wsiwater system, or 

0 No wasLnvalcr lrcrc8lnisnl laciliry w<ll be constructed for this project. Waslewater lrcatnltnt and disposal will be the 
mponsibihty of mcli lo! owner \vlw will obtain approvd for his own wassewilitr tnatmenttdisposal facility from ADEQ or 

. .  fect and 
the diamerer ofthe sewer at that nearest point is inches. The use of individual on-site waslevater bystenis 
at this location has been determined by to be eonsiwent with the Aree-wEdr 
Wasiewlrr Managenienr Plan (208 Plan) and a complckd signed Countv Aapmval of lndividual Seivaee Di5wsal 
Svstms form (Appendix e) is mceched. In oddition, L r  plat, gm!ogy/%iils report and design I E ~ O I ~  affi included wirh 4his 
npplicatian as described in Part Two, Section C of l i s  application. 

Flagsiafl Meadows Wastewater Treatrnenl Plant 

0 A new %“rF wir.ill br cunsuucied to scnr this project. An Aquifer Pmtection Permit Application for this facilily *tas 
(datej ad Invenlury No, wosassigned. 

the delegated Local agency. Tlie distance IO Ihe RCB~WL existing mvagc collechn sjYem is 

1 REFUSE AND GARBAGE DISPOSAL: . .  1 

0 Lot buyerslownus will be wspcqsibke for storage, hauling, and d i sp~~a l .  
fhey rill br: informal dhiiresponsibilky by 0 They will NqT be infhned of this responsibility. 

tmehod), or 

1 veri& thar all informtion Riven in tliis application is m c t  1 mr informed lhar nQ cansvuclion of saniliw facilities shell 
commence t~dess and until II kinking wa~cr-~CiCStifica@ of Approv~I to C~nstvct’’ nnd a scwacgc collection sys& ‘‘consuuaion 
Authwiziilion” arc issued for hy rhc Arizona Dcpmcnt of Environmental Quulity. I am informed fiaiher that no operation o f  
sanilary facilitie shall commence unless and until a “Cerlificawi of Appmval to @mute“ and a “Discharge Authorization” are issued 
by the Arizona kpwin~ent or Environmental Quality for thedrinliinl; w l e r  and scwqc oolleaiontgssrcms respectively. 

Filc Number I 
Fee h i d  1 

I Type o f  Subdivision I 0 Comniunity I lndividual 

! 

, 

I I I I I 

I I IO WESI WASHINGTON, PI.IOEKIX. A 2  85007 
www.#,zUSp,COV 



CERTIFICATE OF APPROVAL OF SANITARY 
FACIILITIES FOR SE8DWISIONS INCORPORATLNC;. 

SEWAGE COLLlECTION SYSTEMS 

SUBIIIVISION Flagstaff Meadows -Unit-3, Phase 1 

ten mles west o 

- -  
with the &na Department of Endronulental Qwlii are bereby approved subject to the folfbwing &visions: 

1. No "discharge" to the '*waters of the Umted States" pursuant to Sections 301,309,402,404, and 502 ofthe federal Clean 
Water Act (CWA) is authorized by this approval. K this pjeet results in discharge to tbese waters, CWA permit6 are 
necessary b&re Commencing! the discharge, pursuant to the Code of Fedml RegulatiwS Titla 33 d o r  40. Any 
construotion in a watacourse shall comply with all tQms and conditionS of the Section 404 P&t program which 1s 
administered by the US. Amy Corps of Engineers. 

Thk Certificate of Approval does HOT coflstitute 811 Individual or General Aquifer WteCtiOa Permit for the sewage CoUsction system 
bwrporated in this subdivision (see separate Provisional Verification of General Permit Conformanoe), 

CERTIFICATE DISTlUBUTION 
original Certificate and Plat: 

Certificate Copy: 
Engineering Review File No: 20070475 

Subdivider: Same above 
Agent: Justin Si& 

Reviewer; FM3 
EBE 07-1347 





Year Activity Domain Notes 5ource Date 

io gpm 1982 9/1/1982 Shallow well #1 drilled in 
Bellemont registered for 
domestic use 

Nater  4DWR reg # 
503545 

1987 

- 
1991 

ADWR reg# 
515324 

7/10/1987 

11/21/1991 

Shallow well #2 drilled in 
Bellemont registered for 
commercial use 

fuelco Travel Ctr, Ltd 
Incorporated 

Nater 

ACC public 
records 

1994 Mr. McCleve acquires Fuelco 
Travel Center/Bellernont Travel 
Center and shallow wells #1 
and 2 and other Bellemont 
Lands 

Water Testimony 

County 
Recorder 

1996 

- 
1997 

McCleve Partherships 
purchases lands APN 204-03- 
O O l E  that will be subdivided t o  
create Flag Meadows Unit I 
and II for $569,334 (71.17 
acres) ($8,00O/Acre) 

Development Instrument # 
1897626 

7/19/1996 

2/20/1997 Bellemont Travel Center Drills Water 
shallow well #3 represented as 
commerciul use to  ADWR 

Greenfield Development LLC Development 
Incorporated 

ADWR reg 
#559096 

1997 

- 
1998 

- 
1999 

~~~ 

Bellemont Travel Center drills water 
shallow well #4 represented as 
domestic water use to ADWR 

ADWR reg # 

564258 
7/29/1998 

10/1/1999 Title 18, 
Chapter 4, 
Article 6 

including ACC 
provisions 

AZ Admin Code tit le 18, ch 4, 
article 6 passed regulating 
new community water systems 

water 



2001 

2001 

2001 

2001 

2001 

2001 

2001 

z 

1/30/2001 

1/30/2001 

3/22/2001 

6/11/2001 

7/16/2001 

10/12/2001 

10/16/2 001 

10/26/2001 

Coconino county Staff report 
on Greenfield Development 
subdivision proposal notes that 
"The developer proposes to 
construct a new community 
water supply and distribution 
system, a centralized 
community wastewater 
system, ..." 

Greenfield Development 
presents Preliminary Plat to 
Coconino County Planning and 
Zoning Commission for 
Flagstaff Meadows Unit I 

Flag Meadows LLC (owned by 
Mr. McCleve) purchases lands 
for Flagstaff Meadows Unit 111 
and Townhomes (57.19 acres) 
for $690,640 ($12,076/acre) 

Fuelco obtains permission 
from ADEQ to construct 
258,000 gal water storage 

Greenfield Land Development 
receives sewer permit for 492 
gpm sewer system 

Utility Source LLC Incorporated 
by Mr. McCleve 

Coconino County Supervisors 
approves final plat for 
Greenfield Land Development 
Flagstaff Meadows Unit I (133 
homes) 

McCIeve transfer of Unit 111 and 
Townhomes lands to 
Greenfield Land Development 
LLC 

Water and 
Development 

Water 

Developer 

Developer 

Coconino 
County Staff 
report 

Instrument 
#la97626 

ADEQ file 
20000489 

ADEQ permit 
20010254 

ACC Public 
Access System 

Resolution 
2001-73 

Coconino 
County 
Recorder 



- 
2001 

2001 

2001 

2002 

2001 

- 
2001 

2002 

- 

10/3 1/2001 

11/14/2001 

10/3 1/200 1 

1/9/2002 

6/11/01 

7/16/2001 

8/23/2002 

McCleve and Buelchek file POAIWater 
articles of incorporation for 
Flagstaff Meadows Property 
Owners Association including 
provisions to provide water 
and wastewater 

Greenfield Land Development Developer 
sells first lots in Flagstaff 
Meadows Subdivision 

Construction begins on 
Microtel Hotel in Bellemont on 
lands transferred from 
Mr.McCleve (Fuelco) to  
principles of TGC Builders 

McCleve and Buelchek file 
CC&Rs and Bylaws for Flagstaff 
Meadows POA including 
provisions on managing and 
owning water and waste water 
and detailing special 
assessment on property 
owners of $1000 for water and 
$1800 for wastewater and 
knowledge of ACC oversight of 
public water utility 

Development 

POAlWa ter 

ADEQ permits to  construct 
water storage system 
approved to Fuelco 

G Fee nfield Land Development 
granted ADEQ permit to 
construct wastewater facility 

Completion of 
Microtel/Bellemont Hotels LLC 
facility (Fuelco transferred 
lands to developers who also 
built homes in Flag I TGC LLC) 

Water 

POA/Water 

Development 

'lagstaff 
Veadows 
'OA Articles 
I f  
ncorporation 

Zocon i no 
zounty 
%eco rd er 

POA CC&R 
and Bylaws 

ADEQ file 
20000489 

ADEQ file # 
20010254 

APN 20347- 
OOlj 

Signed by 
attorney who 
represented 
Utility Source 
in CC&N and 
2006 rate 
cases 

492.54 gallons 
per day 



2003 

2003 

2003 

2003 

2003 

2003 

2003 

4/1/2003 

3/25/2003 

4/2 5/2003 

5/19/2003 

6/26/2003 

9/22/2003 

11/4/2003 

Fuelco starts providing water 
and sewer to POA and 
residents 

Sreenfield Development 
presents preliminary plat for 
Flagstaff Meadows 
Townhomes I to Coconino 
County P&Z commission 

Deep Well #1 drilled by 
/registered to Mr. McCleve and 
represented as commercial use 
to ADWR and located 
immediately adjacent to new 
Microtel on Fuelco property 
that had been split to build 
hotel 

Greenfield Development 
presents preliminary plat for 
Flagstaff Meadows Unit I I  
homes to P&Z commission 

Greenfield/Flagstaff Meadows 
LLC sells Townhomes property 
to Empire for $1M --Empire 
develops full subdivision 
proposal for county (108 units 
proposed) 

Deep well #2 drilled 
by/registered to Fuelco LLC 
and represented as 
commercial water use to 
ADWR 

Jerry Abbott from Empire 
Residential receives ADEQ 
permit for 105 units of 
townhomes for sanitary 
facilities (abbott listed as 
owner) affirmation McCleve 

Development 
and Water 

Development 

Water 

Development 

Development 

Water 

Development 
Water and 
Sewer 

ACC CCN case 

P&Z minutes 

ADWR # 
59326 

P&Z minutes 

APN 204-07- 
141 

ADWR # 
598834 

ADEQ 
20030345 LTF 
30264 

POA 
controlled by 
Mr. McCleve 

11 gpm Pump 
designed for 
100 gpm 

23 gpm Pump 
designed for 
100 gpm 

Approval for 
0.025 MGD 
2500' 8" PVC, 
14 manholes 
and 105 
connections 



- 
ZOO3 

2003 

- 
2003 

11/4/2003 

11/4/2003 

11/4/2003 

11/18/200: 

11/18/200 

erry Abbott from Empire 
esid e ntia I receives Certificate 
o construct a water 
listribution system for 105 
lagstaff Meadows 
‘ownhomes(Abbott listed as 
)wner of project) Water 
xovided by Bellemont Truck 
:enter- 

erry Abbott from Empire 
.esidential obtains certificate 
if approval to construct a 
Mater distribution system for 
38 residential connections in 
’lagstaff Meadows Unit #2 
:listed as owner of project) 
derified by Lonnie McCleve 

14,500 feet listed in 2006 rate 
case as total water 8” mains 
For company 

Jerry Abbott of Empire 
residential obtains ADEQ 
permit for gravity main sewage 
collection system in Flagstaff 
Meadows Unit II to serve 88 

connections and Certificate of 
Approval of Sanitary Facilities 
for subdivisions. Mr. McCleve 
affirms system capacity 

Coconino County Supervisors 
approve Empire Final Ptatt for 
Townhomes at Flagstaff 
Meadows (105 townhomes 
built) 

County Supervisors approve 
Greenfield Land Dev. final plat 
for Flagstaff Meadows Unit II 

Ievelopment 
rnd water 
iystem 

levelopment/ 
lNater 

Development 
and Sewer 

Development 

Development 

iOEQ LTF 
10263 

~ D E Q  
20030322 LTF 
30172 

ADEQ 
30020322; LTF 
30170; LTF 

30171 

Resolution 
2003-72 

Resolution 
2003-73 

~ 

nclude 2350 
eet of 8” PVC, 
; hydrants 
rnd 105 
.esidential 
iervice 
:onnections- 

1,300 feet of 
3” PVC, 8 
iydrants and 
Bg service 
zo n nections 
[approx. 50 
Feet per 
residence) 
water from 
Bellemont 
Truck Center 

4,300 feet of 
8” PVC, 17 
manholes for 
88 consumers 
(50 feet per 
residence) 

(89 homes) 
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2004 

- 
2004 

2004 

2004 

1/30/2004 

2/17/2004 

3/22/2004 

q8/2004 

6/30/2004 

7/9/2004 

7/9/2004 

Utility Source files CC&N 
application to ACC 

ADWR notified 
GreenfieldlUtility Source of 
inadequate water supplies 
(100 year) 

ACC staff informs owners that 
they are operating illegally 
without CC&N. Halt hook up c 
new customers (then serving 
201 customers) but close to a1 
of lots and land had been sold 

Hydrosystems consulting 
report on geohydrology for 
location of deep well #3 
Concludes re dW #1 and #2 
that resistance of rock lead to 
low well production since not 
on fault 

Deep Well #3 drilled by 
Greenfield Land 
Develo pm e n t/M r. M cCleve 

1% well drilled after 
consultation with hydro 
geologists 

Hydrosystems PAD report 
stating sufficient water for 
existing and future phases of 
Flagstaff Meadows subdivisioi 
property 346 ac-ft/year 

PAD application from 

water 

water 

water 

mater 

water 

Hydrosystems 
well site 
evaluation 
report and 
geop hysica I 
survey 

ADWR 
It203241 

Hydrosystems 
2004 report 

ADWR 

Recommends 
drilling site for 
deep well #3 

72 gpm-- 

Pump 
designed for 
130. 

Concludes 
Deep wells 
#1-3 sufficient 
for 107 gpm 

for 100 years 
to meet full 
build out of 
flagstaff 
meadows 
subdivision 

Greenfield 
listed as 
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!004 

!004 

2004 

2004 

- 
2005 

3/19/2004 

6/19/2004 

10/12/2004 

10/12/2004 

10/19/2004 

10/27/2004 

2/2/2005 

Sreenfield Land Development 

Vlr Abbot notified that ADEQ 
;uspending approvals for 
sanitary facilities for Flagstaff 
Meadows Townhomes and 
Unit #2 due to unclear water 
supplier 

ADEQ, ACC, DWR, DRE memo 
on many troubling issues for 
Flagstaff Meadows subdivision 
water and wastewater 

McCleve testifies to ACC that 
water and wastewater 
infrastructure for Units I and II 
and Townhomes is 
complete/sufficient 

ACC decision on granting CC&N 
conditioned on order to 
consolidate all assets with 
Utility source 

ADWR issues PAD but in with 
the caveat that it is in excess of 
standard depth to  water limit 
but applicant demonstrated 
financial capability to access 
groundwater 

Utility Source files PAD for 
Phase I (Units I and I I  including 
townhomes) with ACC 

Utility source submits 
certification of all plant 
consolidated to Utility source 
in response to ACC CC&N order 
but includes invalid deed 

Water and 
wastewater 

water 

ACC 

water 

Water 

ACC 

jwner of wells 
ind land 

4DEQ letter to 
vir Abbott 
rom Mr 
itruck ADEQ 

:C&N 
:estimonv 

:laims that 
:hey did not 
mow about 
9CC authority 
For new 
:om m unity 
water systems 

4CC decision 
U67446 

First evidence 
of high cost 
water system 
2 x deeper 
than standard 

Docket # 

invalid 
instrument 
and majority 

Did not 
include deep 
well #1 or #3 
or any of 
shallow wells 
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2005 

2006 

2006 

2006 

2007 

3/3/2005 

3/14/2005 

5/1/2006 

9/18/2006 

10/16/2007 

12/3/2007 

transfers for only part of water 
system 

Deep well #4 drilled by Utility 
Source but well/pump 
completion reports not filed 
with ADWR 

Greenfield Land Development 
jells Flagstaff Meadows Unit Ill 
unimproved lands to Empire 
Residential Construction for 
$2.5 M 

Utility source files rate 
application based on test year 
2005-including 350 future 
customers proposed as 
proforma even though no final 
plat approval had been issued 
by county 

McCleve Sells Bellemont Travel 
Center to  Pilot Travel Center 
for $4,000,000 

Coconino County Supervisors 
approve final plat for Unit 111- 
Phase I Flagstaff Meadows to 
Empire Residential {property 
originally owned my Mr. 
McClevef approved for 76 
homes and 43 townhomes 
(119 units) 

ACC decision on complaint 
against Utility Source on 

Water 

Development 

ACC rates 

Development 

Development 

ACC 

of water plant 
not 
transferred 

ADWR # 

206877 and 
207149 

Aff idavit/deed 
doc # 

3311646 

APN 20443- 
0038 

County 
Recorder 

Coconino 
County 
Resolution 
2007-53 

ACC Utility 

:n certification 
to ACC 

Planned for 
180 gpm 

9DWR states 
the well does 
lot exist due 
to lack of 
Y?ports 

Includes deep 
well #4 and 
proforma 
future 
customers 
from Flagstaff 
Meadows Unit 
Ill 

Found false 
statements 
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- 
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- 
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- 
2009 

2010 

- 
2011 

2012 

- 
2012 

- 

1/23/2008 

5/23/2008 

?? 

1 l/ 12/2009 

1/28/20 10 

3/15/2011 

6/6/2012 

Fall 

~~ 

extension of service to 
significant new development in 
CC&N area 

ACC decision on Utiilty Source 
plant value and rates 

Empire Residential Files for 
Bankruptcy -Liens on Empire 
started in late 2007 

Early 2008 Mr. McCleve and 
Mr. Buelchek turn over control 
of POA to property 
management and members 

CUP application to  construct 
standpipe estimated to meet 
de ma nd of 1 SO, 000-2 00,000 

gallons per month 

Coconino County approval of 
standpipe CUP. 

Flagstaff Meadows Unit I l l  
bankrupt property purchased 
as-is by ex-Empire principles 
under Bellemont 276 LLC 

Utility source, ex empire 
principles, POA representative 
and HOA representatives file 
as plaintiffs against Coconino 
County for bonds on Unit Ill 

Mr. McCleve attempts to sell 
Bellemont property to Loves 
Travel against communitv 

Development 

POA/Water 

Water/ 

development 

Water/ 
development 

Development 

Development 
and Water 

Source Docket 

ACC Docket 

Document 
3487419 

CUP-09-072 

cu P-09-072 

3nd leveraging 
utility power 
For personal 
Zain 

Some water 
and 
wastewater 
infrastructure 
initiated 

Applicant is  
Utility Source, 
Property is 
owned by 
Fuelco 

Representatio 
ns thatwater 
rates would 
doubte 
without 
development 

implies double 
water rates if 



opinion- 

Mr. McCfeve associates (ex- 
empire developers) and Mr 
Buelcheck assert that if the 
community does not support 
them and Utility Source in 
litigation against the country 
over bonds from bankrupt 
company then water rates will 
double 

Loves withdraws CUP 
application to Coconino County 
Planning and Zoning 

Utility Source L.L.C submits 
revised/complete rate 
spptication 

standpipe construction begins 

Jtility Source notifies 
:ustomen of proposed rate 
ncrease 

Development 

Zoconino 
lounty 

in sale 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

BOB STUMP - CHAIRMAN 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

IN THE MATTER OF THE APPLICATION OF 
UTILITY SOURCE, LLC, AN ARIZONA 
CORPORATION, FOR A DETERMINATION 
OF THE FAIR VALUE OF ITS UTILITY 
PLANTS AND PROPERTY AND FOR 
INCREASES IN ITS CHARGES FOR UTILITY 
SERVICE BASED THEREON. 

INTRODUCTION 

9. Please state your name and role in this matter. 

DOCKET NO. WS-04235A-13-0331 

SURREBUTTAL TESTIMONY OF ERIK 
NIELSENDNTERVENOR 

A. Erik Nielsen. I am a customer of Utility Source in Bellemont, AZ and an intervenor in this case. I have 

undergraduate degrees in Economics and Political Science from the University of California, San Diego, an MS 

in Public Policy from Rutgers University and a PhD in Natural Resources from the University of Idaho. I have 

worked in the private sector as a consultant on social and economic impacts of resource development and 

am currently an Associate Professor of Environmental Science and Policy in the School of Earth Sciences and 

Environmental Sustainability a t  Northern Arizona University. 

9. What is the purpose of your Testimony? 

1) To respond to specific elements of Utility Source's rebuttal testimony regarding the standpipe 
operation, non-compliance with original CC&N order, rate base components, POA documents, Well 
#4 plans and line extension agreements 

2) Comment on cost of capital and return on ; 
3) Address shared operations in the Company office that the Company claims does not exist. 
4) Address shared use of Mary Ann Perry's bookkeeping time between companies run by Utility Source 

owners. 
5) Propose adjustments to allowable expenses for water and wastewater division based on recent data 

request information and investigation; 
6) Propose additional adjustments to plant in service for the water division based on new information 

and confirming previous testimony; 

7) Address the question of unauthorized sales of bulk water from the Company hydrant system and the 
risks they posed to public health; 
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8) Demonstrate that Utility Source does not have authority under i ts  CC&N to deliver water via a 
standpipe operation outside of i t s  narrowly defined service area; 

9) To further document the unreasonable nature of the proposed rate hike on consumers. 

1. RESPONSE TO UTILITY SOURCE REBUTTAL TESTIMONY 

9. Mr. McCleve’s rebuttal testimony acknowledges that the company was providing bulk water from the 

fire hydrant system. Please comment. 

A. I appreciate the acknowledgement of this fact and will address the implications of unauthorized sale of 

unmetered and unmanaged bulk water from fire hydrants on human health and the lack of ADEQ and County 

approval for these operations in violation of ADEQ and county regulation. 

Q. Mr. McCleve’s rebuttal testimony regarding the standpipe operation states that “the Company built the 

new load station to comply with the County rules and staff comments”. Please comment on this 

statement. 

A. I contacted the Coconino County Community Development office to clarify this statement and obtain 

background information on what actually had transpired. They responded as follows: 

“The issue was that they had established a water dispensing station without a CUP, which is clearly required 

by the Zoning Ordinance. In addition, they were dispensing water without ADEQ approval, which is also 

required. In 2009 we received a complaint that they were dispensing water from a hydrant without any 

required approvals. They were informed they needed a CUP and they agreed to submit the application so the 

complaint was closed before any citation was issued. They hired an engineer and designed their project as 

they saw fit. if they chose to build a “Cadillac” system, that was their choice, not dictated by the County. 

There are numerous water dispensing stations throughout the County built in a variety of different ways, all 

designed by the individual owners. County codes set minimum standards, but beyond that, the owner 

determines how they want to design the project. The County certainly never told them they had to build a 

water dispensing station, but if they wanted to provide that service, they needed to get the appropriate 

permits and meet minimum standards [Emphasis added].” (See exhibit 1) 

Q. Mr. McCleve also asserts that the Company does not know how much money they might make from this 

standpipe operation and that the 200,000 gallons estimate is a maximum that could be served not a 

projection of what will be served. Please comment on this statement. 

A. The company’s application to the county for the conditional use permit states “an estimated demand of 

150,000-200,000 per month”. Based on consultations with local standpipe operator, it appears that they 
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7ave lost significant proportion of their business. Based on observations of current high levels of large 

:ommercial water hauler activity a t  the standpipe every day it is likely that these numbers may be 

:onservative. (See exhibit 1) One regional bulk water professional estimated that this standpipe could 

3otentially dispense over 500,000 gallons per month based on market demand from commercial haulers, 

4DOT, construction haulers, rogue haulers and individual residential users between Flagstaff and Williams. I 

3elieve the monthly standpipe sales from October as requested by Staff will demonstrate a high level of sales 

and sales will continue to grow as word gets out. 

The statement that the Company does not know how much money it will make is unreasonable give the fact 

:hat the Company initially estimated they had spent $55,000 on the standpipe and in response to Staffs gth 

l a t a  request they suggest the cost of the standpipe operation might be approximately $162,252. It is 

nconceivable or irresponsible that the Company would invest $162,252 in plant in service without some real 

irojections of potential market and revenue to recover these costs. 

1. Mr. McCleve’s rebuttal testimony suggests that they should not file a new rate case based on the 

iignificant potential revenue from the standpipe due to the cost burden on consumers and that they 

;hould only have to file if revenues exceed the requested revenue requirement by 10%. Please comment. 

4. I agree that another rate case expense for consumers would be unfair but I believe that since the Company 

iroceeded in constructing this without ACC approval, a t  a very high construction cost and with the potential 

’or high revenue, the costs of a rate case with the 2015 test year should be burdened to the Company not to 

he customers, particularly when this water will not be used within the CC&N service area. 

Q. Mr. McCleve’s rebuttal testimony asserts that it is his understanding that the fire hydrants are properly 

ncluded in the rate base. Please comment. 

A. I requested clarification from Coconino County on the subdivision ordinance related to hydrants. The 

response was as follows: “Regarding your question about fire hydrants, where hydrants are required, the 

hydrants would be considered part of the required infrastructure for the subdivision, and the cost of the 

hydrants would be considered a development cost just like roads, drainage systems, etc.” (See exhibit 1) . 

Given this response from Coconino County, the hydrant costs should be removed from the rate base or be 

considered as prior contributions by the developer to the system however it is unclear who actually paid for 

these hydrants. 
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Q. Mr. McCleve’s rebuttal testimony argues that Decision 72261 represents that staff concluded the 

Company fully complied with the orders in decision 67446 regarding consolidation of all assets to Utility 

Source. Please respond. 

A. Decision 72261 only addresses the specific order in decision 67446 related to ADWR and ADEQ and not to 

the compliance with order to consolidate assets as a condition for the CC&N to become effective. This is an 

entirely different issue. The fact that the CC&N was granted relied upon the representation from the 

Company that al l  assets were in fact consolidated under Utility Source and ACC accepting this representation 

that the Company had complied with the order. 

9. Mr. McCleve’s rebuttal testimony acknowledges that the company will rectify any discrepancies that 

were not previously resolved regarding plant in service not currently owned by the company that exist 

today but suggests that the company relied on its engineers and attorney to correctly comply with the 

court order. He also expresses that the Company and its owners fully intend to have the Company own 

the production wells of concern. Please comment. 

A. The responsibility for compliance with the order was not the responsibility of the Company attorney or the 

engineer but the owner of the company. As I demonstrated in evidence in my previous testimony, the 

owners of the company was notified within months of the incorrect deed transfer by the Coconino county 

cartographer yet they did not act to correct this error until 2011,6 years later nor inform the ACC of this 

error. The company also resubmitted those erroneous deed transfer documents in 2007 to the ACC in their 

2006-2007 rate case (WS-04235A-06-0303) [See exhibit l .A in Nielsen testimony for supporting evidence]. 

Furthermore, the two other parcels in question were never even attempted to be transferred even though 

they represented the majority of the wells and springs of the Company plant in service. In the 2005 CC&N 

expansion case (WS-04235A-05-0707) the company made clear their intention to develop these parcels and 

deliver water and wastewater service to these parcels that they affirmed were owned by other entities they 

con t ro I. 

I appreciate that the Company intends to have the Company own the production wells but that is not the 

point. I provided clear evidence that they do not currently own and did not own in the last  rate case. It is not 

the responsibility of an intervenor or the ACC staff to verify this information and the evidence suggests that 

the company clearly knew that these properties were not under the company ownership. What is troubling is 

that the original court order was not complied with, the ACC accepted representations of compliance by the 

Company, and these properties have been included as rate base since the original CC&N, including 

presumably the land and well values. Since these properties were not owned by the Company, consumers 
4 
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deserve to have refunded to them all proportions of payments made based on their inclusion in the rate base 

since 2007. 

Q. Mr. McCleve’s testimony regarding the inclusion of deep well #4 asserts that the Company’s intention is 

to begin using it in the near future as a production well for the water system and will finalize 

documentation necessary for it to come online soon. Please comment on this positon. 

A. This is a deeply troubling plan from the Company, since there is no need for this water given the 

production capacity of the well system currently serving customers. If this well is brought online 

approximately an additional $1.4 million dollars will be added to plant in service and be an additional burden 

on ratepayers. The company has not disclosed potential new developments for this water that would justify 

a new well being brought into service so it is unclear what the motivation or intention is for this action. In 

response to my data request about the use of the water in Deep Well #4, they did not know and would serve 

Future customers. In response to RUCO’s data request the Company claims to have no knowledge of future 

development plans. Based on this information on can only conclude this well will be brought into service as 

indicated by Mr. McCleve to serve projected demand from the standpipe operation. 

4. Mr. McCleve’s rebuttal testimony asserts that all records of the Property owners association that were 

controlled by Mr. McCleve and Mr. Buelcheck prior to regulation by the ACC were turned over to the POA 

and that this matter has already been addressed by the commission. Please comment. 

4. The issue of concern that I raised in my testimony were records related to special assessments authorized 

in the CC&Rs as well other hook-up fees as prior contributions and annual budgets. (See Nielsen Testimony 

Item 11).  I have consulted with the President, Vice President and Secretary who formed the first POA 

controlled by residents to establish exactly what was turned over to the POA. They affirmed that they did get 

records on POA dues and past due accounts however they did not receive any information related to water 

and sewer or annual budgets from the inception of the POA and the subdivision and construction of water 

and wastewater infrastructure. Larry Palmer who served as the Vice President of the original POA stated the 

Following: 

I was vice president of the first board of directors of the Flagstaff Meadows Home Owners Association 

in February of 2007. We received the association dues books from Greenfield in June of 2007. At that 

time my wife Sandra Palmer who has been a life time bookkeeper volunteered to keep the books for 

the association. Sandra and I went through the material that was sent to us from Mary Ann at 

Greenfield. 
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It consisted of bank deposit receipts, general ledger, and trial balance sheets for the last several 

years. It also contained the dues balances for each of the HOA members. From that we took over the 

sending and receiving of payment of the dues for the HOA. As far as the water and sewer billing is 

concerned, there was no information that we received concerning the members other than what 

might be in the general ledger. Utility Source had already been established some time before 

this and was doing the billing and collection from the members for water and sewer so there was 

no reason for Greenfield to send us any material about billing. To be sure I remembered that 

correctly, I went into Sterling and went through the box of material that Marry Ann sent us when we 

took over and I found nothing concerning the billing of water and sewer. I also contacted David 

Hitesman who was president of the HOA during the conversion to see if he might have received 

anything from Greenfield and he confirmed that he had not.[emphasis added][See exhibit 11 

The assertion by Mr. McCleve that this issue of the POAs financial role in Contributions in Advance of 

construction has already been settled by the commission omits the fact that the ACC did not have CC&R 

documentation that established the special assessment fees for water and wastewater nor were the books of 

the POA submitted as part of the record from the original rate case and CC&N case. 

Q. Mr. McCleve’s rebuttal testimony asserts that he does not recall if they executed line extension 

agreements with Empire Builders or Empire Residential Development and they attorney who might have 

addressed the issue is retired and Empire is now bankrupt. Additionally in response to my data requests, 

the company has responded that they have no extension agreements with Empire. Please comment on this 

assertion. 

A. By the Company’s CC&N in 2005, the Company was required to use extension agreements rather than 

hook-up fees. Empire Companies received permission from ADEQ to extend water and wastewater lines to 

the Flagstaff Meadows Unit Ill, Phase I in July and August 2007 (see exhibit 2 in Nielsen original testimony). 

The work was initiated and water and sewer distribution systems were partially completed by Empire. I 

spoke with a representative on the engineering company (Shephard-Wesnitzer, Inc.) in Flagstaff who filed 

the permit applications and they confirmed that they were working for Empire and Empire had partially 

completed these systems when they went bankrupt (see exhibit 1). The company representative explained 

that the county later required the bank who now owned the property to bury the partially completed water 

and sewer distribution lines. The representative also indicated that there would normally be some 

agreement between the water company and the developer/builder. 
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The pile of water infrastructure now abandoned on the site of Flagstaff Meadows, Unit 111, Phase I attests to 

the partial completion of this distribution system [see exhibit 11. It is clear that Empire must have had an 

agreement with Utility Source regarding this infrastructure and how the contribution in Aid-of construction 

Nould have been accounted for or else Utility Source was constructing these line extensions on their own 

lime. Mr. McCleve's suggestion now that he does not recall if they executed a line extension is not a 

sufficient response given the obligation of the Company to file any water extension agreement with the ACC. 

Decision 68962, finding of fact #12, clearly states that the company will use advances in aid of construction 

for any developments proposed for the new service area parcels and extension agreements will be used. The 

decision reads: "To finance the new water distribution and wastewater collection facilities, a combination of 

rrdvances in aid of ccmstruction will be used. To deal with water facility advances, the Company will enter 

into a main extension agreement with the developersfor the proposed extension area and file a copy for 

Commission approval." (Decision 68962, p. 5) (emphasis added). 

I have not found any information in the ACC records that the Company ever filed a main extension 

agreement with the ACC prior to Empire beginning water extension to this phase of Flagstaff Meadows but it 

appears that they should have as a publically regulated company. 

Q. Mr. McCleve acknowledges that there have been several issues with the hydrant system but they have 

been resolved? Please comment. 

A. I have requested documentation from the company on their reporting to the ACC on system outages but 

a t  this time there is no indication that they have reported these outages as required. 

2. COMMENTS ON THE COST OF CAPITAL RECOMMENDATIONS THE COMPANY, RUCO AND ACC 

Q. Can you comment on proposed cost of equity and returns from RUCO, ACC and the Company? 

A. While I do not fully understand the models used by the Company, ACC and RUCO to make 

recommendations on the cost of equity, I do understand the ACC goal of providing the Company a 

reasonable rate of return for equity investments in the plant in service. But like companies that exist in the 

competitive market, the return on equity should also reflect performance and customer service. As a 

regulated monopoly, I believe the return on investment should also reflect a company's full transparency 

before the ACC and the burden that they impose on intervenors and Staff to fully adjudicate and investigate 

and the reasonableness of proposed rate hikes on consumers. 
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From a lay person’s perspective, the assertion by Mr. Borassa that Utility Source faces significant risk and 

thus justifies a higher return on investment makes little sense on face value. My equity investments in 

publically traded companies face significant risk in the marketplace. The Company developed this water and 

wastewater system to support their land development company and a captive customer base. As I 

demonstrated in my original testimony the owners generated a significant profit from this land development 

tied to the promise of undervalued water and wastewater services. Their development faced significant risk 

however it is hard to justify a risk premium for the Company’s ongoing operations. The recession did not 

significantly affect their revenue stream and thus history undermines this argument. The ACC is faced with 

treating the investments in Utility Source as separate from the land development investments but the reality 

of this case is that they are intertwined for the investors and the actual rate of return on these joint 

investments has been very high. If the costs of the water and wastewater systems were included entirely as 

land development costs, the company principles have already received a high rate of return on their overall 

investment. 

Given that the proposed rate hike is unreasonable and the difference in revenue requirement estimated by 

the company, RUCO and ACC staff ranges significantly, the ACC should take into account the balance 

between return on investment and hardship on customers and thus justify the lower rate of return. For 

Example the difference between RUCOs total revenue requirement for water and wastewater divisions and 

that proposed by the Company is $648,967 and $761,867 respectively or a difference of $112,897 annually. 

This translates to an annual difference of approximately $347 per customer. I think in the interests of 

balance the lower of the estimates of costs of capital should be used in this case and if I could fully 

understand the rationale employed by the models I would argue for an even lower rate. 

3. SHARED OPERATIONS IN THE COMPANY OFFICE THAT THE COMPANY CLAIMS DOES NOT EXIST. 

9. The Company has responded to separate data requests related to shared office space from Nielsen and 

ACC Staff claiming that the 20525 E. Chandler Heights, Queen Creek, A2 location where customers send 

their payments and call for customer service does not have any shared or co-located business at that 

location. Please comment on these responses 

A. My data request 2.1 asked “Please describe the other businesses co-located a t  these office locations and 

the relationship of Utility Source owners to these businesses? Are expenses a t  these locations (e.g. 

equipment, contract staff, utilities, etc.) shared between these businesses and Utility Source L.L.C.? “ 

The company did not answer my question and asserted that the other locations I mentioned on invoices 

were previous personal addresses of the principles. My question regarding the existence of co-located 
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iusinesses was not answered. RUCO made a similar data request 1.16 and the company state that there 

were no shared facilities. 

ZCC Staff data request 9.5 asked "Is the office space of the Company's headquarters, 20525 E. Chandler 

ieights, Queen Creek, Arizona, used solely for USL? If shared with another business, are the utilities 

1 Ilocated? 

The company provided a response to this request as follows: 

'The Company does not share the office with another business. However, the use of the word l'solely" requires 

'he Company to explain that from time to time, the Company's conference room is used to conduct a meeting 

by others, but this use is de minimis and does not interfere with Company operations. for example, 

masionally the Company has allowed a local relator and a homeowners' association to  use the conference 

poom to meet clients or conduct a meeting." 

kcording to public records submitted to the state of Arizona and other public listings, seven companies 

:ontrolled by the owners of Utility Source have listed their physical address as 20525 E. Chandler Heights, 

2ueen Creek, Arizona (see exhibit 3). These include: 

1. Utility Source LLC 
2. Fuelco Travel Center, LP 
3. Pecans of Queen Creek, LLC 
4. The Pecans Homeowners Association, Inc. 
5. Strategic Funding VII, LP 
6. Pecans 20, LLC 
7. Strategic GP, LLC 

In addition 3 other companies are listed with the address of the principle manager, Mr. Lonnie McCleve as 
20525 E. Chandler Heights, Queen Creek, Arizona. These include: 

1. Flagstaff Meadows, LLC 

2. Bellemont Interchange, LLC 
3. Eagle Park LLC 

Finally, one additional company and two mentioned above have the Agent listed a t  this same address 

1. Riggs Road, L.L.C with Peterson Properties address as 20525 E. Chandler Heights, Queen Creek, 
Arizona. 

2. Strategic GP, LLC with Peterson Properties address as 20525 E. Chandler Heights, Queen Creek, 
Arizona. 
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3. Strategic Funding VII, LP with Mary Ann Perry’s address as 20525 E. Chandler Heights, Queen Creek, 
Arizona. 

3ne might argue that these are just mailing addresses to justify the de miminus claim made by the Company. 

qowever I visited the company address on October 15th and was attended to by Mary Ann Perry who 

?eportedly only performs duties for the Company as a bookeeper (I will address this in section #4) 

Nhat I found was a location was something much different than the de mimimus claim made by the 

Company. The signage outside the office indicates the visitor center for the Pecans subdivision with hours 

From 11:OO am-5:00 pm M-S (see exhibit 3). Additional signs indicate this is a location for lotlcustom sales 

and the sign on the door lists the contact of a real estate broker if no one is in the office or if visitors arrive 

Dutside of the posted office hours. Inside the office the majority of the space has blueprints and promotional 

materials for the subdivision as one might expect from a visitor’s center and sales office. The building is 

Dasically a small office/visitor center located where a guard house would be for a gated community. 

The property located a t  20525 E. Chandler Heights, Queen Creek, Arizona is owned by the Pecans 

Homeowner’s Association (see exhibit 3). 

Finally, I called one of the three brokers who Mrs. Perry had recommended and who had promotional 

materials spread out on a large table (exhibit 3). The broker said they sells lots and also build custom homes 

in the Pecans. The broker indicated that they have found that customers were stopping by outside of the 

normal office hours they maintained when they were there and so now they normally work by appointment 

a t  this location. 

Because of these multiple entities and clear shared office space, below I will propose further adjustments to 

the Company expenses. 

4. DEDICATION OF MARY ANN PERRY BOOKEEPING AND SECRETARIAL TIME TO UTILITY SOURCE AFFAIRS 

CONTRARY TO COMPANY’S ASSERTIONS 

Q. In the Company’s response to Nielsen’s data request 2.1 question “Are Marry Ann Perry’s sole 

responsibilities as contracted secretarial support limited to providing billing and bookkeeping services in 

support of Utility Source L.L.C.?” The company responded that “Ms.Perry‘s contracted services are for th- 

company only”. Would you like to address this response? 
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A. Yes, the evidence suggests that both the office and Mrs. Perry’s time are divided between various 

enterprises owned by the Company principles. It is also important to note that the Company has not 

provided copies of contracts for her professional services to the Company. 

As I mentioned in the preceding section regarding shared office space, I did visit the Pecans Visitor Center 

and was attended to for over 20 minutes by Mrs. Perry. I arrived a t  10:45 am and no one was present and 

the office hours on the building indicated M-S 11:OO-5:00 pm. After touring some model homes, I noticed a 

car drive up and Mrs. Perry opened up the office and took down the sign in the door window that provided 

details about who to contact after hours or if the office was closed. This contact information was not her but 

a broker. She explained to me that she was not a broker but then proceeded to explain to me the history of 

the development, the options for lots and custom homes, min. square foot requirements for homes, 

requirements for RVs, the HOA and the CC&Rs as well as who to contact if I was interested in purchasing a lot 

or custom home. Most significantly, Mrs. Perry explained this to me not as what others were doing but what 

“we were doing”. For example she explained that “we have just formed a homeowners association board”, 

“we (the Pecans) took over here in 2010 and had a lot to do to clean up the development after the recession” 

“we are planning a festival” and “we are having problems with the construction workers destroying the 

landscaping”, etc. She is clearly a member of the overall operations a t  this housing development much as she 

was when Greenfield developed this subdivision and Mary Ann Perry managed the Flagstaff Meadows 

Homeowners Association books. 

Mrs. Perry is listed in corporate documents filed with the ACC as the secretary for the Pecans Homeowners 

Association. She is also listed as the Agent for the company Strategic Funding VII, LP with the physical address 

of the company a t  20525 E. Chandler Heights Rd, Queen Creek (see exhibit 3). 

When I spoke with the broker who works out of the 20525 E. Chandler Heights, Queen Creek, Arizona office, 

she mentioned that they tend to work by appointment a t  this location and Mrs. Perry covers when they are 

not there. 

The final piece of evidence for Mrs. Perry’s non-exclusive time dedicated to Utility Source business is the 

phone number listed for Utility Source. The number is also listed in a multitude of past and current real 

estate listings for the Pecans subdivision as the contact number for Ms. Perry a t  the Pecans Home Owners 

Association (see exhibit 4). It would appear that Mrs. Perry is conducting business for the Pecans and related 

companies as well as the Pecans HOA. 
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2. So how much time should be compensated for Mrs. Perry's partial services to Utility Source? 

4. I have contacted various business professionals about the amount of time necessary to keep the books 

and provide secretarial support for a company the size of Utility Source and they al l  concur that this i s  less 

than a part time position. 

have spoken to the retired professional bookkeeper who ran the Flagstaff Meadows HOA before we 

:ontracted a professional management and she estimated that the maximum amount of time necessary to 

<eep the books for a company the size of Utility source would be no more than 20 hours per week including 

attending to customer service calls. 

In addition our current professional management company for the HOA only charges $22,700 per year that 

includes management, administration, overhead, customer service, billing, legal, bookkeeping and 

accounting and filing plus profit for the management company. 

Finally a small retail owner who has annual revenue three times that of Utility Source and who has a 

significant payroll of full-time and part time employees as well as significant purchasing and sales, pays $700 

per month for professional bookkeeping services or $8400 annually. 

Given the clear evidence that Mrs. Perry is engaged in duties beyond those of serving Utility Source 

customers and management for the conduct of the business I propose that her compensation should be no 

more than 50% of her current compensation. I want to see a well-managed billing and bookkeeping for the 

company and I believe that 50% time would be more than sufficient for the duties she performs for the 

company. This adjustment will be reflected in the subsequent section. 

5. PROPOSED ADJUSTMENTS TO OPERATIONAL EXPENSES FOR WATER AND WASTEWATER DIVISION. 

Q. Please summarize your proposed adjustments to expenses for the water and wastewater divisions of 

Utility Source that address the issue of shared office space, Mary Ann Perry, Misc Expenses etc. 
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A. In general I propose the following adjustments to the operational expenses to be split between the water 

and wastewater divisions. 

Items Current US 
listed 
ExDenses 

Allowed 
expenses 

Justification 

Mary Ann Perry- 
Professional 
bookkeeping 
services 

$38,500.00 50% of Mrs. Perry labor based on my prior 
testimony of non-exclusive work for the company 
and reasonable compensation for the work required 
to keep the books for a business of this size. 
40% of phones (100% of Water manager, 50% 
Bookeeper, 100 % of NTS and 10% of others) 
15% of copier/printer (@.06/copy 1600 copies per 
month) 

$16,250.00 

Phones $13,005.00 $ 5,202.00 

$ 678.21 Copier $ 4,521.42 

SRP $ 12,040.00 $ Electricity for personal home of owner located a t  
Auto allowance $ 6,000.00 $ 1,084.80 2 r/t to bank/post per week (40 miles) Federal rates 
Staples $ 1,192.00 $ 596.00 50% of staples for shared offices 
APS power well #4 $ 4,950.00 $0 100% of well four electricity 
APS purchased 
power for Fuelco 

$48,458.18 $ 0  Wells are not currently owned by Utility Source so 
charges associated with purchased power should be 
disallowed 
It should be expected that late fees and shit off 
notices should be avoided 

$ 824.00 APS late fees 

Total $129.491.40 $23,811.01 

Q. Please explain your adjustment to the professional services-bookkeeping expenses. 

A. As I have clearly demonstrated in this surrebuttal testimony Mrs. Perry does not work exclusively for the 

Company nor are the costs associated with the required services reasonable. 

Q. Please explain your adjustment to the Phone expense. 

A. The ACC staff rightly requested an adjustment to the excessive phone expense for a company of this size 

down $2,366 and the Company accepted this adjustment. However given the share use of the locations, the 

shared use of Mrs. Perry‘s phone for unrelated business expenses and the multiple business enterprises of 

the principle these should expenses should be further reduced. I propose paying 100% of Mr. McCaleb’s 

phone (contract operator of water and wastewater), 50 % of Mrs. Perry’s phone and phone, 100% of NTS 1- 

866 number for customers, and 10% of the cost of the other telecommunication services based on uses by 

the principles for their other business interests. Since we do not have knowledge of the actual users of these 

each of the services listed in the ledger for various service carriers, an overall reduction of 40% seems 

reasonable. 
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Q. Please explain your proposed reduction to the copier expenses. 

A. Again because of the shared use of the office space for a t  least seven entities, I propose a 15% portion of 

the total expense to be charged to Utility Source consumers as a reasonable expense. This is more than 

sufficient to cover actual printing costs for bills and other business related copying expenses. 

Q. Please explain your elimination of the $12.040 Misc. Utility Expenses that represent SRP electricity bills 

for the company office in Queen Creek. 

A. In response to Staff Data request JLK 9.5 Utilities that request the Company to “Please forward test  year 

invoices for general ledger accounts number 675.3 and 775.3,” the Company provided receipts for the 

$12,040 in SRP electrical bills. These duplicate bills were addressed to the company address 20525 E. 

Chandler Heights, Queen Creek. However the service address listed for the bills was 23995 S. 205th Court, 

Queen Creek, AZ (see exhibit 5). This is an address located in the Pecans Subdivision and is a personal 

residence. The 7,400 square foot residence is owned by Mr.McCleve (exhibit 5). 

I do not know the ACC rules for accounting and allowable expenses but this submission as a legitimate 

business expense to be borne by rate payers is beyond reason and should be disallowed entirely. 

Furthermore, the submission of these charges as a legitimate expense for the test year and in previous 

annual reports should be investigated. 

Q. Please explain your proposed reduction to the $6,000 auto expense. 

A. The costs associated with this expense are unreasonable. To my knowledge and to my neighbor’s 

knowledge Mrs. Perry does not travel to Bellemont. I propose a reasonable mileage allowance of 40 miles 

per week to run errands for Utility Source. At the federal mileage rate this would be $1,084.80. 

Q. Please explain your proposed reduction to the Staples supplies. 

A. Based on the shred office space of used by multiple entities, 50 percent of the listed costs seems more 

than reasonable to cover costs of Utility Source. 

Q. Please explain your proposed reduction to the Deep Well #4 Purchased power expense. 

A. Since the company is not including Deep Well #4 as plant in service and it is not used and useful, the 

associated charges with Deep well #4 should be disallowed entirely. 

Q. Please explain your other proposed reductions to the APS purchased power expense. 
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4. Purchased power for wells not owned by Utility Source should not be an allowable expense. Therefore 

4PS Fuelco receipts a t  account #4283 should not be allowed. 

4dditionally, $824.80 of APS late fees were charged to the purchased power expense. It is reasonable to 

issume that Utility Source is capable of paying i ts bills on time and if not the owners should absorb those 

:osts. I will also note that 20 of the 48 receipts submitted for purchased power included shit-off notices. It is 

nconceivable that on numerous occasions the power purchased to run the utility was almost shut off. 

3. Are these all the adjustments you are recommending? 

9. No I reserve the right to request further adjustments based on the Company response to my third data 

.equest and to outstanding RUCO data requests. 

5. PROPOSED ADJUSTMENTS T O  PLANT IN SERVICE VALUE AND CAlC 

3. Please summarize your adjustments to plant in service value and CAIC. 

9. In addition to the disallowed costs documented in my previous testimony I am recommending additional 

idjustments. The Company has not responded to Staff, Nielsen and RUCO data requests detailing the original 

:osts documentation for major portions of the plant in service and CAlC such that accurately assessing these 

:osts is hampered. However I would like to recommend adjustments to the following components of the 

Nater and wastewater divisions. 

tem I Original cost 1 Adiustment I CAlC I Justification 
I I These are development I $ 34,500.00 I $0 $34,500 -. -ire 

-I yd ra nts costs to the land developer 
and should be counted as 
CAlC from Greenfield 

Nater $161,632.00 
listribution 

listribution 
Svstem I 

$88,380 $73,252 At  least 45% of 8” water 
distribution was installed by 
Empire Companies 

$15 1,347 $109,206 At least 42 percent of the 
8”sewer distribution was 
installed bv Emtire 

rota1 $456,685 $239,727 
;hallow Unknown Unknown Unknown Staff Engineering report, 
Nells indicated that 4 of the 5 

shallow wells had been 
disconnected but awaiting 
additional information 
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Q. Please explain your adjustments to the Fire Hydrant Plant in Service/CAIC. 

A. Although Mr. McCleve in his rebuttal testimony asserts that the hydrants are properly accounted for in the 

plant in service, this belies the fact that the Coconino County Ordinance Section 6.4.1D requires hydrants for 

subdivisions. Greenfield land Development, owned by Mr. McCleve, subdivided the lands now served by 

Utility Source but this is a required contribution from the land developer. I contacted the Coconino County 

Development office and they replied that “Regarding your question about fire hydrants, where hydrants are 

required, the hydrants would be considered part of the required infrastructure for the subdivision, and the 

cost of the hydrants would be considered a development cost just like roads, drainage systems, etc”. (See 

exhibit 1 letter). 

Perhaps this remains as plant in service but additional CAlC should be considered form Greenfield Land 

Development. 

Q. Please explain your adjustment to the Water Distribution System Plant in Service/CAIC 

The water distribution systems for Flagstaff Meadows Unit II and the Townhomes of Flagstaff Meadows were 

permitted by Empire Companies (the primary builders in the Flagstaff Meadows subdivision) with ADEW for 

Approval to construct. These were obtained before Utility Source had become a regulated utility. In these 

approval documents Empire obtained approval to construct 6,600 feet of 8” lines and 193 residential 

connections. (see exhibit 2 in previous Nielsen Testimony) 

In subsequent 2007 permitting for construction of water distribution system for Flagstaff Meadows Unit Ill, 

Phase I, Empire obtained similar approvals and they were listed as the owner. Without any disclosure from 

the Company to the contrary on the components of CAIC, is reasonable to conclude that at least 45 percent 

of the 14563 feet of the 8” distribution lines were built by Empire Companies. This represents a $73,252 

contribution towards the water distribution plant in service and should be added to the CAlC or reduced 

from the value of  the plant in service. 

Q. Please explain your adjustments to the Gravity Sewer Plant in Service/CAIC. 

A. The gravity sewer systems for Flagstaff Meadows Unit II and the Townhomes of Flagstaff Meadows were 

permitted by Empire Companies (the primary builders in the Flagstaff Meadows subdivision) with ADEW for 

Approval to construct. These were obtained before Utility Source had become a regulated utility. In these 

approval documents Empire obtained approval to construct 6,800 feet of 8” lines. (see exhibit 2 in Nielsen 

Original Testimony) 
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In subsequent 2007 permitting for construction of gravity sewer system for Flagstaff Meadows Unit Ill, Phase 

I, Empire obtained similar approvals and they were listed as the owner. Without any disclosure from the 

Company to the contraty on the components of CAIC, is reasonable to conclude that at least 42 percent of 

the 16,224 feet of the 8 gravity sewer system listed as plant in service were built by Empire Companies. This 

represents a $109,206 contribution towards the plant in service and should be added to the CAIC or reduced 

Form the plant in service. 

Q. What about removing four shallow wells from the plant in service? 

A. A t  this time I cannot propose to remove the costs associated with four shallow wells due to lack of 

information. The ACC staff engineering testimony on page 2 states that “The water system currently has four 

(4) inactive wells identified as Shallow Wells No. 1,3,4,& 5. The four (4) inactive wells have not been 

operational for several years. The plumbing and electrical connections on each well have been disconnected.” 

I have submitted a data request to the Company to detail when and why these wells were disconnected from 

the system. If in fact  these wells are no longer used and useful then their value should be removed from the 

plant in service. 

It is disconcerting to know that these shallow wells have been disconnected even though they have 

historically provided the cheapest water to the water system and they have been reported to produce equal 

to or greater than Deep Wells 1 and 2. With the removal of these wells, the launch of the standpipe and the 

indication from Mr. McCleve that they will be bringing the $1.4 million dollar Deep Well #4 online soon, 

customers are sure to see much greater rate increases in the next rate case. 

Q. Do you have further adjustment to make to Plant in Service or CIAC? 

A. At this time I reserve the right to revisit these questions when complete information has been provided by 

the Company. 

7. UNAUTHORIZED SALES OF BULK WATER FROM THE COMPANY FIRE HYDRANTS AND RISK TO PUBLIC 

HEALTH 

Q. What are the concerns related to the recently disclosed unauthorized sale of bulk water that occurred in 

the years prior to 2009? 
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4. First the dispensing of this water from a hydrant in front of a busy travel center and without a Conditional 

Jse Permit or ADEQ approvals to commercial water haulers who may have distributed this water for human 

:onsumption appears that the Company put revenue above human health concerns. Standpipe operations 

7ave specific operating requirements to maintain sanitary facilities. Had Utility Source been shut down by 

4DEQ inspectors our entire water service could have been jeopardized. 

2. How might these unauthorized sales impact the water system sanitation? 

4. Because sales from a hydrant are not metered nor do they have backflow controls, contamination from 

:ommercial non-potable water haulers could have entered the system and compromised public health for 

eesidential consumers as well as those receiving the water from these haulers. 

2. How might the unauthorized sales impacted revenue for the Company? 

4. It is unclear if these sales were metered and reported as metered sales and thus it raises many question 

3bout if payments made in cash or with a check or with a credit card? What were the accounting controls? 

B. STANDPIPE OPERATIONS AUTHORITY UNDER UTILITY SOURCE CC&N 

P. The Company in response to Staff Data request ILK 8.2 “Does Utility Sources’ CC&N prohibit, restrict, or 

in any way limit the sale or transfer of the Company’s available water supplies or water rights to 

individuals or entities outside of i ts certified service area?” The company responded that I‘ The 

Commission order granting the Company’s CC&N (Decision No. 67446) speaks for itself ... Bulk water sales 

are not prohibited by the Commission’s order granting the CC&N to the Company. There is no obligation 

on any customer to use the purchased water within the CC&N.” Please comment on this assertion. 

A. The original CC&N decision 67446 established the public need for the provision of water and wastewater 

service to the geographically limited Flagstaff Meadows Phase I (Including Flagstaff Meadows Unit I and Unit 

II as well as Townhomes a t  Flagstaff Meadows)(see note #4 pg 6 of the decision for specific parcels to be 

served by CC&N). The authorization was to provide service to those subdivisions. 

The 2006 Extension of the CC&N in Decision 68962 also geographically limited the service for the CC&N 

extension as follows : 

“It is Therefore Ordered that the application as amended of Utility Source L. L.C. for an extension to  its 

Certificate of Convenience and Necessity for the operation of water and wastewater utilities in Parcels A and 
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F and for wastewater utility only in Parcels B and C in areas more fully described in Exhibit A is hereby 

Dpproved provided that Utility source LLC timely complies with the following four ordering principles” Decision 

58962 pg. 8 (emphasis added) 

The original CC&N decision stipulated that the Company must also be in compliance with ADEQ and all other 

applicable regulations pertaining to provision of water and wastewater services within its service area and 

the requested CC&N extension area. The ACC concluded that there was a public need and necessity to 

provide service to these specific parcels but did not specifically discuss or address the provision of bulk water 

sutside the service area. 

Further evidence of the narrow geographic extent of the CC&N authority from the ACC is found in Decision 

58962, whereby, in addition to restricting geographically the area of service to particular parcels, it 

2liminated the Company’s proposal to service a larger area and specifically deleted two parcels listed in the 

wiginal application. I believe that the ACC was extremely narrow in i ts determination as to the service area of 

rhe company for the CC&N. Therefore the initial sales of bulk water from the hydrant system as well as the 

:onstruction and water distribution from the current standpipe appears to be clearly outside of the authority 

3 f  the Company’s CC&N. 

n the original 2005 CC&N application, the Company submitted a letter from the Bellemont Water Company, 

3 ACC regulated bulk water service provider, located less than one mile from the current Utility Source 

;tandpipe operation to support i ts application. Their letter states that “Bellernont Water Company does not 

2rovide any wastewater services, nor do we have capacity to serve water in your development of Flagstaff 

Vleadows and adjacent properties on the north side of 1-40. We have no objection to  your seeking a 

Zertificate of Convenience and Necessity for those services. ” (exhibit 8) 

:learly if Bellemont Water Company knew that Utility Source intended to deliver bulk water in competition 

Nith i ts operations, they would not have supported the CC&N application. 

The fact is that the Company did not notify the ACC of the existence of this standpipe in this current rate 

jpplication, even though it was almost entirely completed a t  the time of the amended application and had 

)een in design and construction since 2009. This demonstrates another example of the Company 

Ireemptively acting and assuming that the CC&N authorizes this service area, to their financial benefit, 
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vithout informing the ACC, and then asserting that they are not explicitly prohibited from servicing a wider 

rea a t  a later date when they are questioned on the authority. 

Leyond saying they were not prohibited from providing this service, the Company affirmatively stated in 

heir CUP application (exhibit 1.1 in my original testimony) to Coconino County for the standpipe operation 

hat “Utility source has approvals from ADWR and Corporation Commission indicating that the water quantity 

s available and Utility Source may make bulk water sales on the level proposed”. The relevant portions of 

he CC&N decisions by the ACC do not support these assurances. 

-his history of this standpipe echoes the storyline behind the original construction of the water and 

vastewater system for the subdivision whereby the company acted without ACC authority. In that case the 

lompany acted first, with knowledge of the rules, and then when caught, ended up paying a small penalty 

md ultimately receiving the CC&N. I trust that the ACC will not allow this preemptive action to occur again 

or it will have significant impact on customer’s rates similar to the previous decision. 

f the ACC allows this standpipe operation under the existing CC&N authority, then Utility Source will justify 

:he inclusion of $1.4 million from Deep Well #4 in the plant in service, nearly doubling the cost of plant in 

;ervice for the water division. When the next rate case comes before the ACC, the Company will no doubt be 

sking for significant rate increase that would, once again, be unreasonable for consumers but that would 

ienefit the company. 

3. UNREASONABLE RATE INCREASE AND HARDSHIP ON CUSTOMERS 

5 What do the comments submitted by customers to the ACC address. 

9. The majority of the individual comments submitted by customers indicate significant financial hardship 

from these proposed rates. Retirees on fixed income and young families dominate the community and they 

dl questioned their ability to pay these new rates and many expressed the need to move from the 

:ommunity if the rates were approved. 

Q. How might the proposed rate increases affect property values in the community? 

4. The average home/townhome value in the community served by Utility Source is approximately $200,000. 

4ssuming the average increase in monthly water/utility bills under the proposed rate is approximately $100- 

125/month for single family homes this will decrease the purchasing power of potential buyers by the same 
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amount. With current interest rates and a 30 year mortgage, this is the equivalent of a $10,000-15,000 

jecrease in value per housing unit in the community so that buyers could afford the same mortgage as a 

Dercent of monthly income. This translates to an approximate $3,200,000 to $4,920,000 decrease in property 

dalue for the 325 residential customers served by Utility Source. I consulted with a local realtor who sells 

qomes in Bellemont, Flagstaff and the surrounding communities and he suggested that “ i t  is afair conclusion 

!o draw that having a utility cost go up by $100 would have some sort of impact on the ability of home 

3wners and buyer to make their monthly mortgage payments. With new buyers they will potentially look 

?/sewhere with similar pricing but less expensive utility cost.” 

2. Does this conclude your testimony? 

4. Yes 

RESPECTFULLY SUBMITTED this -20th- day of October , 2014. 

Erik Nielsen 
4680 N. Alpine Drive 
P.O. Box 16020 
Bellemont, Arizona 8501 5 

Driginal and thirteen (13) copies of 
ihe foregoing filed this 20th day of 

October ,2014, with: 

locket Control 
4rizona Corporation Commission 
1200 West Washington Street 
’hoenix, Arizona 85007 

Zopy of the foregoing mailed this 
20th day of October ,2014, to: 

Steve Wene, Esq. 
viOYES SELLERS & HENDRICKS, LTD. 
1850 North Central Avenue, Suite 1 100 
’hoenix, Arizona 85004 
;wene@,law-rnsh.com 
ittorneys for Utility Source, LLC 

21 

mailto:wene@,law-rnsh.com
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aniel Pozefsky 
esidential Utility Consumer Office 
110 West Washington St., Suite 220 
hoenix, Arizona 85007 

erry Fallon 
5 6 1 Bellemont Springs Drive 
ellemont, Arizona 8501 5 
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From: "Aber, John" <jabe@,coconino.az.erov> 
To: Erik Nielsen <nielsen e@yahoo.com> 
Sent: Wednesday, October 15,2014 3:18 PM 
Subject: RE: Utility Source standpipe history and subdivision ordinance questions 

Erik, 

Sorry for the delay in getting back to you. I was out all last week, and have been busy catching up since 
returning on Monday. The issue was that they had established a water dispensing station without a CUP, 
which is clearly required by the Zoning Ordinance. In addition, they were dispensing water without 
ADEQ approval, which is also required. In 2009 we received a complaint that they were dispensing 
water from a hydrant without any required approvals. They were informed they needed a CUP and they 
agreed to submit the application so the complaint was closed before any citation was issued. They hired 
an engineer and designed their project as they saw fit. If they chose to build a "Cadillac" system, that was 
their choice, not dictated by the County. There are numerous water dispensing stations throughout the 
County built in a variety of different ways, all designed by the individual owners. County codes set 
minimum standards, but beyond that, the owner determines how they want to design the project. The 
County certainly never told them they had to build a water dispensing station, but if they wanted to 
provide that service, they needed to get the appropriate permits and meet minimum standards. 

Regarding your question about fire hydrants, where hydrants are required, the hydrants would be 
considered part of the required inhstructure for the subdivision, and the cost of the hydrants would be 
considered a development cost just like roads, drainage systems, etc. Hope this answers your questions. 

John 

John Aber, Assistant Director 
Coconino County Community Development 
2500 North Fort Valley Road 
Building 1 
Flagstag Arizona 86001 
928.679.8850 



Parks, AZ Commercial Water Hauler at Utility Source Stand Pipe, October 2014 



To: Erik Nielsen 
Fr: Larry Palmer 

October 16,2014 

I was vice president of the first board of directors of the Flagstaff Meadows Home Owners Association in 
February of 2007. We received the association dues books from Greenfield in June of 2007. At  that time 
my wife Sandra Palmer who has been a life time bookkeeper volunteered to keep the books for the 
association. Sandra and I went through the material that was sent to us from Mary Ann Perry a t  
Greenfield. 
It consisted of bank deposit receipts, general ledger, and trial balance sheets for the last several years. It 
also contained the dues balances for each of the HOA members. From that we took over the sending 
and receiving of payment of the dues for the HOA. As far as the water and sewer billing is concerned, 
there was no information that we received concerning the members other than what might be in the 
general ledger. Utility Source had already been established some time before this and was doing 
the billing and collection from the members for water and sewer so there was no reason for Greenfield 
to send us any material about billing. To be sure I remembered that correctly, I went into Sterling and 
went through the box of material that Marry Ann sent us when we took over and I found nothing 
concerning the billing of water and sewer. I also contacted David Hitesman who was president of the 
HOA during the conversion to see if he might have received anything from Greenfield and he confirmed 
that he had not. 



Shephard-Wesnitzer, Inc. 

._" - I . 
Shcpbard * WEsnltzcir. Inc 

1 Roadways & 
Transportation 

ABOUT US SERVICES PROJECTS NEWS CAREERS LINKS CONTACT 

Flagstaff Meadows Unit 111 - Belmont, Arizona 
Z Drainage & 
Flood Control 

> Water & 
Sewer Projects 

> Land 
Development 

1 Habitat 
Restoration 

P Surveying 

S W I  performed topographic survey, infrastructure, preliminary 
plat, boundary verification, traffic impact analysis, and 
construction staking for this 60.65 acre, 261 lot subdivision, 
including the creation of construction documents. The project is 
located in Belrnont, Arizona along the south side of Shadow 
Mountain Road and the north side of Interstate 40 between the 
1-40 Interchange and the existing Townhomes at Flagstaff 
Meadows Development. 

This project is currently under construction. 

Next oroiect > 

Pre-construction 

> Geographic 
Info Systems 

0 2007-2008 Shephard-Wesnitzer, Inc. I 928.282.1081 I info@swiaz.com I site map 

1928.282.1061 1 
0 2007-2008 Shephard-Wesnitzer, Inc. I928.282.1081 1 info@swiaz.com I site map 

mailto:info@swiaz.com
mailto:info@swiaz.com
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Utility Source Office Location 



Pecans I An Arizona Surprise I Queen Creek Custom Homes I New ... http ://www.thepecans.codDefault .aspx?pageID= 

Submit for community updates: 
Phoenix: 92" I Partly CLoudy 

9 4  3/2014 10: 

=1. 

43 1 



the pecans at queen creek - Google Search 

the pecans at queen creek 

Web Shopping Maps News Images More- Search tools - 
About 206,000 results (0.36 seconds) 

The Pecans Queen Creek - AshbyRealty.com 
Ad www.ashbyreaIty.com/lhe-Pecans - (480) 888-7450 
MLS Home Search In The Pecans AZ. Current Listings & Online Help1 

19233 E Ocotillo Rd, Queen Creek, AZ 

The Pecans I An Arizona Surprise I Queen Creek Custom ... 
www.thepecans.com/ * 
The Pecans is a custom home community in an enchanting pecan forest. Just 258 
custom lots will provide the setting for a community of Queen Creek Custom ... 
Google+ page Be the first to review 

20525 E Chandler Heights Rd, Queen Creek, AZ 85142 
(480) 987-2442 

Site Plan - Preferred Builder - Preferred Lenders 

Site Plan - The Pecans I An Arizona Surprise 1 Queen Creek ... 
www.thepecans.comlSiiePian.aspx 7 

Lot Available, Lot Sold. Home Available, Home Sold. Blandford Homes ,.. 

The Pecans 1 Estate Sized Lots I Blandford Homes 
blandfordhomes.com/thepecans/ 'I 
The Pecans -Single Level 3600 square foot to over 5200 square foot Semi-custom 
Blandford Homes. Prime Queen Creek address in a beautiful wooded ... 
Floorplans and Renderings - Virtual Tour - Virtual Brochure - Video Page 

Pecans Real Estate & Pecans Homes For Sale - Trulia.com 
w.truiia.com/AZ/Queen~Creek,27465.Pecans/ .. Trulia - 
Results 1 - 15 of 15 - Find Homes For Sale in Pecans, Queen Creek. Search Pecans, 
Queen Creek, Arizona real estate, recently sold properties, foreclosures, new ... 

Pecans Real Estate & Homes for Sale 
w.estateIy.com ) Arizona ) Queen Creek - 
Search For Sale Pecans real estate listings. There are 4 homes for sale in Pecans. 
Estately has ... 24252 S 2OlST Court Queen Creek, AZ. House. 4 beds. 

20489 E Pecan Ln, Queen Creek, AZ 85142 - Zillow 
www.ziliow.com )Arizona ) Queen Creek ) 85142 
View 80 photos of this 5 bed, 5.0 bath, 4700 sqft Single Family that sold on 6/12/13 for 
$859000. There's an understated elegance in this extraordinary custom ... 

Zillow 

The Pecans in Queen Creek, AZ - YouTube 
w youtube.corn/watch?v=WEES4D~IT-w 
Nov 13,2013 - Uploaded by Gary Smith 
http://WeDealRealEstate.com Thanks for checking out The 
Pecans1 Located in Queen Creek, A2 with a ... 

Pecan Creek Subdivision - Queen Creek 
www.queencreek.com/pecan-creek.htmI 
Listings 1 - 10 of 81 - MLS listings of Pecan Creek and Pecan Creek South. 

Pecan Creek Homes in San Tan Valley Arizona - Queen ... 
www.queencreekaz.com/pecan-creek.htm1 * 
Listings 1 - 10 of 72 -Queen Creek homes, land, and real estate listings. Looking for 
Queen Creek homes for sale? This is the website you want ... 

+Erik Share 

The Pecans of Que€ 

Address: 20525 E Chandler Heights Rd, Puer 
Phone: (480) 887-2442 
Hours: Closed now * Hwrs 

Reviews 
Be the fiwt to review 

More revkwrr: insiderpsges.com 

People also search for 

Maracay 

Ocotillo 
Landing 

Homes 
William 
L p n  
HCllY0S 
villas at 
Hestings 
Farms 

WleyReal f 
EstateCo ( 

f 

The Pecans - Queen Creek, AZ - Real Estate I Facebook 
https://www.facebook.corn/thepecans 
The Pecans, Queen Creek, AZ. 63 likes . 3 talking about this . 311 were here. Real 
Estate. 

http://AshbyRealty.com
http://www.thepecans.com
http://Trulia.com
http://w.estateIy.com
http://www.ziliow.com
http://WeDealRealEstate.com
http://insiderpsges.com
https://www.facebook.corn/thepecans


Maricopa County Parcels 

Parcel: 

Owner: 

Property Address: 

Local Jurisdiction: 

MCR 

Subdivision Name: 

Lot: 

304-91-665 

PECANS OF HOMEOWNERS ASSOCIATION INC THE 

20525 E CHANDLER HEIGHTS RD QUEEN CREEK 85142 

QUEEN CREEK 

663-28 

PECANS PHASE 1 REPLAT 

Elementary School: QUEEN CREEK UNlFiED SCHOOL DISTRICT 

High School: QUEEN CREEK UNIFIED #95 

2015 FCY: $SO0 

Report Date: 1011 512014 

Unique Location 
Characteristics: 

Lot Size: 4,982 

Main Living Area: 

Construction Year: 

Improvement Class: 

Bath Fixtures: 

Parking: 

Pool: 

Last Sale PricelSaIe / 
Date: 

Disclaimer: The data contained in this database is deemed reliable but not guaranteed. This information should be used for informational use only and does not 
constitute a legal document for the description of these properties. Every effort has been made to insure the accuracy of this data; however, this material may be 
slightly dated which would have an impact on i t s  accuracy. The Maricopa county Assessor's Office disclaims any responsibility or liability for any direct or indirect 
damages resulting from the use of this data. 
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Tradename and Trademark Department http:Nwww.azsos.gov/scripts/TnT-Search_Engine.dll/ZoomAG. 

Registered Name 
Information Search 

Generated by TnT Names Search Version 3.11 

Instructions 

Agent General Information 
I 

11 1 84428 I 
PARRY 
MARY 
ANN 
120525 EAST CHAN 
/QUEEN CREEK 

85 1 42- I _ .  I 

DLER HEIGHTS ROAD I 

IAZ I 

Ane nt/Ow ne r References 

12023369'lLP - _  lActivellSTRATEGIC FUNDING VII, LP (ISERVICEOFPROCESS '(1 1/8/2012 I 
~~~~~ 

Wopyrght  2000 by Arizona Secretary of State - ALL RIGHTS RESERVED 

Please email your comments or questions regarding this system to trades@azsos.aov. We appreciate any feedback. 

Disclaimer 

http:Nwww.azsos.gov/scripts/TnT-Search_Engine.dll/ZoomAG


$199,854 
24024 S 201ST Way 134 
Queen Creek, AZ 85 142 
MLS# 4974538 

http://peakrealtyadvisors.com/idx/24024-S-201 ST-Way- 1 34-Queen-Creek-AZ-85 142- 
mls 4974538/?SavedSearch=20120618 1543284208 1 1000000&PropertyType=C&pg=5 1 1 &Limi 
t=8&0rderBy=natural&p==y&m=200709 1 3202326493241 OOOOOO&n==y 

__n4-.--__/_1-- L-."=-- ---- II-Y._I--c---- -,*%---T---Jl___(*--.*E_-m *- -*- ..- .----e=-- e---- 

Property Description 
The Pecans, Queen Creek's extraordinary custom home community. This lot is for sale or builder 
will build your dream home on it. This gorgeous community features estate-sized lots nestled in 
a grove of nearly 6,000 pecan trees. One of the most unique neighborhoods in the Valley. This 
dynamic environment, set in a mature pecan forest with tree lined boulevards, meandering 
pathways and gracious open spaces. This home site is a must see!! Ask us about other lots for 
sale in the area. 

http://peakrealtyadvisors.com/idx/24024-S-201


Location, Tax & Legal 
Map Code/Grid: V42 
Compass: S 
St SuffK: Way 
CitylTown Code: Queen Creek 
Zip Code: 85 142 
Taxes: 855 

House Number: 24024 
Street Name: 201 ST 
Unit #: 134 
State/Province: AZ 
Subdivision: The Pecans 

General Property Description 
Apx Total Acres: 0.76 
Apx Lot Size Range: IRR 
Elementary School: Queen Creek 
High School: Queen Creek High 

High School Dist #: 095 - Queen Creek 
Unified District 

Status Change Info 
Status: Active 

Assoc/Prop Info 
HOA Y/N: N 
HOA Fee: 190 
HOA Name: The Pecans HOA 
PAD Fee Y/N: N 

Apx Total Acres G/N: G 
Zoning: residential 
Jr. High School: Queen Creek Middle 
Elem School Dist #: 095 - Queen Creek 
Unified District 

Status Change Date: 2013-07-29 

& k + L  
HOA T e l e p h o n e : e z 8 7 g  lo...& 

HOA Transfer Fee: 190 
HOA Paid (Freq): Monthly 

HOA 2 Y/N: N 

Listing Office: Platinum Peak Realty, LLC 

Last Updated: September - 25 - 20 14 

Copyright 2014 Arizona Regional Multiple Listing Service, Inc. All rights reserved. Information 
Not Guaranteed and Must Be Confirmed by End User. Site contains live data. 

Thursday 2nd of October 20 14 10:46 PM 

Paste your AdWords Remarketing code here 



Search - Mesa Verde http://www.greatmove.net/idx/24023-S-20 1 ST- Way-Queen-Creek-AZ-8 .. 



Mesa Verde http://www.greatmove.net/idx/24023-S-20 1 ST- Way-Queen-Creek-AZ-8 

. . -- - 
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www.srpnet.com 
DUPLICATE 5N.e 

LONWE C YC C L E W  
23881 8 206TH CT QUEEN CREEK 
Re6 Besb Plan 
services 
DeposlPald $0.00 

ELECTRICITY YOU U S  D 
Meter No 581 1824 wasread on 07/10/2012 

CUrren( Road previw~ Read 
kWh 218320 206580 
Tole1 kWh 

07108 Payment Thank you 01,166.08 CR 
Balance Before Uaege Gberges $12eB.28 

hAonlWy Servlee G b g e  $15.00 
Ewrgy W h t  C h w ~  $1 ,dO5.72 
b e e n  C m k  - Marleapa T~lx S31.W 
County and Slate Tax $103.71 * thb Monih'r Usage Chams $1#56AO 

'l7O0 NEW ACCOUNT BALANCE S2B44.M 

Averaoe Da Llv Bm 
kWlt TemM!ff&% - me Emgy Charge WlYlbs a Fuel end P u m  Power 

Adjurtmenl Fawr 01 $0.03130 er kWh and an Envkarmental 
Programs Cost AUjUslmeni Fa& of $0.owTO per hWh. 

- Your Smarl Meler ts read alltomi3llcrrllyssch day bnwrlng an 
accurate w1, Vlew pur daw ursps at sfpnoi&mpccouni. 

- T M  I8 che Mi bl# ol the lwo month summer peak pfb!+IO Geirron. 

July'12 Bill 31 379 $50.21 04P 
June '12 Blll 80 339 $42.94 BB.4' 
July '1 I I311 31 307 $40,61 9 4 P  

1 - We have elimlnakd he mlurn envelops In yaw blll b 8nve paper. 
II you need An rnvelr~pa, mke one payment by mall and one wlll 
be lnclvded In the W MU. 

. Youwedin arcessdfOOhWli lhls monlh. Moa curlomem lhrl 
ueeulbpnuEh e)e&ici)yW a w e  money on our Till*) of Use 01 

T €2.3 Pr(0e plans. phsw MI1 LIB lo 5uriwI. 

051429500259 
0014784 
LONNIE C tlC CLEVE 
20525 E CHANDLER HEIGHTS Rti 
QUEEN CREEK A2 85142-9500 

. 
Pay This Amount Poet Due Albr 

h M S &  RETURN THISPORTION WHENM4ILAwi YOUflPAYhWJT 

http://www.srpnet.com


Unofficial 
20Docurnenf 

RECORDING REQUESTED BY 
Security Title Agency 

AND WHEN RECORDED MAIL TO: 

KPHV, LLC, AN ARIZONA LIMITED 
LIABILITY COMPANY 
20509 E. VIA DE ARBOLES 
QUEEN CREEK, AZ 85142 

ESCROW NO.: 48121257 - 048 -VB 

48 
rEu 

SPACE ABOVE THIS LINE FOR RECORDERS USE- 
Special Warranty Deed 

For the consideration of Ten Dollars, and other valuable consideration, 

Lonnie C. McCleve and Debbie R. McCleve, as Trustees of the Lonnie C. McCleve and 
Debbie R. McCleve Revocable Living Trust dated February 3,2000 and The Pecans of 
Queen Creek, LLC an Arizona limited liability company 

conveys to 

KPHV, LLC, an Arizona limited liability company 

the following real property situated in Maricopa County, Arizona: 

See Exhibit “A” attached hereto and made a part hereof. 

SUBJECT TO: Current taxes and other assessments, reservations in patents and all easements, 
rights of way, encumbrances, liens, covenants, conditions, restrictions, obligations, and liabilities 
as may appear of record. 

And the Grantor hereby binds itself and its successors to warrant and defend the title, against all 
acts of the Grantor herein, and no other, subject to the matters set forth. 

EXEMPT PER A.R.S. 11-1 134 B(5) 

Pursuant to ARS Section 33-404, l he  names and addresses of the beneficiaries of the Grantor’s 
Trust are: 

See Attached Exhibit “B” Disclosure of Beneficiaries attached hereto and made a part hereof. 

Dated: April I, 2014 

G ra n tor(s) : 



20140209456 

Escrow No.: 48121257-048-VB 

The Lonnie C. McCleve and Debbie R. 
McCleve Revocable Living Trust dated WRW!& 

Debbie R. McCleve, Trustee 

The Pecans of Queen Creek, 
LLC an Arizwa limited liabilitv comDanv 

* 

State of A r  ca dA ss: 

f 
Countyof M-1- U 

Entity Not Notarizing All 
consisting of 2 page(s), was acknowledged 

, by Lonnie C .  McCleve and Debbie R. McCleve, 
+ Revocable Living Trust dated February 3,  

and was also signed by The Pecans of Oueen Crcck. LT,C an Arizona limited 2o00, on behalf of the 
liabilitv company, whose signatures I am not notarizing. 

\ 

MARY AWN PARRY 
b t K y  PuMic Arizona 

y Comm. Expires Oct 13, 2016 

State of (t-0 ss: 

Comtyof , f i . k P t u p ' L  

Entity Not Notarizing All 
The foregoing Special Warranty Deed, dated April 1,2014 and consisting of 2 page(s), was acknowledged 
before me this day of e- ,a / p  , by Lonnie McCleve, Manager, The Pecans of 
Queen Creek. LLC an Arizona li ited liabilitv company. 011 belialf of the company, and was also signed by 
Lonnie C. McCleve and Debbie R. McCleve. as Trustees of the Lonnie C. McCleve and Debbie R. McCleve 
Revocable Living Trust dated Februaw 3,2000, whose signatures I am not notarizing. 



20140209456 

Exhibit "A" 
LEGAL DESCRIPTION 

PARCEL NO. 1: 

LOT 21, THE PECANS PHASE 1, ACCORDING TO BOOK 663 OF MAPS, PAGE 
28, RECORDS OF MARICOPA COUNTY, ARIZONA. 

MARICOPA COUNTY PARCEL: 304-91-628 

PARCEL NO. 2: 

LOT 56, THE PECANS PHASE 2, ACCORDING TO BOOK 801 OF MAPS, PAGE 
33, AND THEREAFTER AFFIDAVIT OF CHANGE RECORDED IN RECORDING 
NO, 06-970977, RECORDS OF MARICOPA COUNTY, ARIZONA. 

MARICOPA COUNTY PARCEL: 314-04-497 



20140209456 

DATE: March 31,2014 

ESCROW NO.: 48121257-048-VB 

Lonnie C. McCleve and Debbie R. McCleve, as Trustees of the Lonnie C. McCleve and 
Debbie R. McCleve Revocable Living Trust dated February 3,2000 

EXHIBIT “B” 
TRUST DECLARATION 

Disclosure of Beneficiaries 

Pursuant to A R S  33-404, the names of the beneficiaries of the Declaration of Tnlst dated 
February 3.2000 are as follows: 

* 

Name: 

lmsldcl 



Christmas Idea House in Queen Creek this year 

r 

Pinal County 

Christmas Idea House in Queen Creek this year 

by Jennifer MeC)ellnn - No". 30,201 1 12.55 PM 
Tbc Anzona Rcpublic 

R M a r m n d  Be lhefirs!ofyouririendsto iecommend lhls 

rwtt 0 

http:/lwww.azcentral.co~comunity/pinallarticles/2O 11 1 122-christmas-. . 

1 

"Holly Jolly Christmas 6' is the theme of the Desert Club's 54th annual Christmas Idea House, the best time of the year for the Southeast Valley charity group. 

Part home tour, part holiday boutique, the showcase is meant to inspire visitors with grown-up visions of sugar plums, or tolepainted plate sets, embroidered organza table m e r s  and ornately 
decorated Christmas trees. 

This week, about 50 club membets stuffed every nook, covered every counter and decorated every doorway in the five-bedroom, six-bath luxury home of Lonnie and Debbie McCleve in the Pecans 
of Queen Creek community. 

All ofthe garlands, wreaths, ornaments, cookie mixes, quilts, dolls and thousands of seasonal items and gifts are for sale. Proceeds are distriiuted to Valley charities and Valley -13. 

The house is opm to the public today and Saturday. 

"Some people just want to come to see the house," said co-chairwoman Carol Jordan of Giltert. "Some people want to give to charity, and they h o w  this is a gmd way to do it. 

"For some people, it's something a &I, daughter and gandcbild can all experience together." 

Traditionally, the Idea House amracts thousands of visitors and is the group's largest fundraiser. 

From last yeafs proceeds, it granted I 8  scholmhps of $500 to $4,000 that helped with students' tuition to all three state universities and -es C in Chandler, Mesa, Phoenix and 
prescon. 

The club granted $22,250 to 15 community organizations, including Ai! Blankets for Kid?., Weshvood High School I Silent Friends, East Valley Adult Resources and Gabriel's Angels. 

Each year, a homeowner B voluntm to give his or her home to the club for one week. Lonnie McCleve, who has visited Christmas Idea Houses with wife Debbie for more than 20 years, said most 
of the couple's holiday decorations were purchased at past Desert Club houses. 

"The houses are always very professionally decorated to the max," he said. "These ladies have amazing ways ofusing colas." 

Lonnie said it was "a no brain& to let the club use his house, especially afta it agreed to name a scholarship after the McCleves' granddaughter, Emmie Rae Check, who passed away about a year 
ago h m  complications of cerebral palsy. 

This year, club members will stage the master bedroom, a boy and a girl room, a man cave, the living room, a family room, the kitchen, the h n t  e n m a y  and outside patio. 

Jordan said that with more than 3,000 items, the kitchen has the most items for sale and is usually the most popular room. Look for homemade fudge, gourmet cocoa mixes and cake platters. 

The house has several fully decorated artifkial trees. Visitors may purchase individual ornaments and baubles or the whole thing. 

Christmas Idea House 

What: The Desert Club hosts the 54th annual Christmas Idea House. 

When:4-8p.m.Dec.2,9a.m.-4p.m.Dec.3. 

Were: 23995 S .  205th Court, Queen Creek in the Pecans of Queen Creek community. 

Admission: $10. Visit website for $2 discount coupon. 

Details: 480-200-5 142, christmasideahouse.org. 

MORE FROM AZCENTRAL 

Mesa couple married for 77 years share secrets (azcmbal.com) 
Vandals label Sconsdale homes 'Ebola auarantine zone' (azcentA.com) 
Billionaire Warren Buffen buys ~ O U D  of Arizona auto dealers (azcentral.com) 
PETA weiehs in on Bearizona Wildlife Park (azcmml.com) 
School anendance low after Peoria first-mder dies (azceabal.com) 

FROM AROUND THE WEB 

From Eyesores to Neightarhood Standouts: 15 Curb AuDeal Makeovers (HGTV) 
11 PeoDle Who Are Ouite Possibly The Dumbest Peoole On The Planet (LolBoom) 
Teacher Publicly Shames Girl by Showing Her Bikini Photo at School Assembly 

These Scientists Made Huge Discoveries About Ebola-But 5 Died Before The Paper 

14 Mortifving Wedding Photobombs (Parent Society) 
8 Photos Of An Unfinished Mansion That Was Left In The Wilderness (BoredLion) 
Robin Thicke 'Mistress' Comes Forward 10 Confess Gross Details of His Cheating 

25 Athletes Who Are Absolutely Despicable (Rantsports) 
MHI 7 Victim's Body Found With Oxwen Mask On (Newser) 
I6 Uncomfortable Mother's Day Photos (Parent Society) 

(Stirring Daily) 

Was Published (Fast I Company) 

(Stirring Daily) 

http://christmasideahouse.org


Zillow Details for McCleve home 23995 S. 205th Ct. Queen Creek AZ 

http://www.zillow.com/homes/for sale/davs sort/33.229293,-111.638653,33.227431,- 
111.641496 rect/l8 zm/l fr/ 

1. Arizona 
2. Queen Creek 
3. 85142 
4. 

1. 

23995 S 205th Ct, Queen Creek, A2 85142 
5 beds7 baths7,644 sqft 
Off Market 
Zestimatee: $1,473,980 
Rent Zestimate.: $5,022/mo 
Est. Refi Payment 
$5,524/mo 
See current rates on Zillow 
This 7644 square foot single family home has 5 bedrooms and 7.0 bathrooms. It is located a t  23995 S 
205th C t  Queen Creek, Arizona. 
Facts 

Lot: 0.69 acres 
Single Family 
Built in 2006 
Cooling: Refrigeration 

Features 
Last sold: Feb 2010 for $1,000,000 

http://www.zillow.com/homes/for


0 Flooring: Carpet, Hardwood 
0 Garden 
0 Parking: 4 spaces 
0 Patio 

Pool 
0 Vaulted Ceiling 

View: Mountain 
0 WetBar 

Zestimate Details 
$1,473,980 
+$37,443 Last 30 days 
Popularity on Zillow 
If this home is listed on Zillow, it will reach the largest real estate network on the web.* 
1 all-time views 
of this home (M) 
220 forecasted views of this home 
in the first 7 days after listing for sale 
interested in selling this home? 
Post your home as Make Me Move, for sale, for rent, or contact an agent. 
Price History 
Date Event Price $/sqft Source 
04/01/14 Listing removed $1,695,000 $221 Russ Lyon Soth ... 
01/07/14 Price change $1,695,000-3.1% $221 Russ Lyon Soth ... 
10/05/13 Listed for sale $1,750,000+75.0% $228 Russ Lyon Soth ... 
02/19/10 Sold $1,000,000-14.3% $130 Public Record 
02/02/07 Sold $1,167,000 $152 Public Record 

Tax History 
Find assessor information on the county website 
Year Property taxes Change Tax assessment Change 

More 
2013 $10,443 +10.3% $78,000 +3.2% 
2012 $9,471 +1.3% $75,550 -0.7% 
2011 $9,347 -6.5% $76,080 -52.1% 
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8514 ... 
EXHIBIT 20403 E VIA DE PALMAS -- #47, Queen Creek, AZ 85 142 1 MLS# 5 1 ... https:ilwww.redfin.comlAZ/Q~een-C 

Property Details 

Details provided by ARMLS and may not match the public record Lean More 

Property / Lot Details 

Property Information = Tax Municipality Queen Creek 
Approximate Sq Ft Net * Assessor Number 304-91-654 
Week Available (Timeshare) 36577 00 Assessor's Book # 304 
Existing Land Use Residential Lot Assessor's Map # 91 
Development Status Raw Land Assessor's Parcel # 654 
Use Restrictions CC&Rs Deed Restrictions 
Zoned Presentiy Single Family 

Zoning R-35 

Lot Information 
Approximate Total Acres Net 

Lot Size Dimensions. 160X232 
# Lots in Listing: 1 .OO 

Square Reclangular Lot 
Cui-De-Sac Lot, NorthlSouth Exposure, Mountain 

AsphaltlBlacktop Roads/Streets, Sidewalk@) 
Partial Fencing 
Vegetation. Treed 

View@) 

Homeowners Association, School / Neighborhood, Utilities 8 Location Details 

Homeowners Association Information 8 Elementary School District: 095 - Queen Creek 

High School District: 095 - Queen Creek Unified 

City Water Franchise, Irrigation (Drip) 

. septic 

Cross Street: ELLSWORTH & CHANDLER 

Unified District e Sewer Unavailable 

District 

0 Has HOA Yes 
HOA Name: THE PECANS-MARYANN 
HOA Transfer Fee. $250 
HOA Telephone 480-250-0999 
Association Fee: $265 

Location Information 
Utility Information 

Cable On Property HEIGHTS 
Association Fee Paid Monthly 

School Information 
Elementary School Queen Creek 
Junior High School Newell Barney 
High School. Queen Creek 

Phone On Property 
Electricity On Property 
Salt River Project Electric 
Gas On Property 
Southwest Gas 
Water On Property 

Census Tract: 817200 00 
Census Tract: 817200.00 
Directions: W ON CHANDLER HEIGHTS TO 
PECANS ENTRY ON SOUTH SiDE OF ROAD, 
PROCEED THROUGH THE ENTRY. WON VIA 
DE PALMAS TO END OF CUL-DE-SAC. 

Ask Redfin Agent Raegan a Question 

We're here to help! Raegan will contact you within four business hours. 

First Name Last Name 

Email Phone 

I'm considering Buying Selling 

I'd like to know more about 20403 E VIA DE PALMAS -- #47 

Youarecreatinaa Redfinaccountandaareetoour i h s t v :  01 & k  and t - t r ' ~ ~ ~  i'cff**' 

&<eAUri 14r~ l ' r  

30 Deals Last 12mo, 119+ Lifetime 
Phoenix Valley Listing Agent 

(1 0 )  reV!JW>) 

$250,000 - - - $250,000 - - - $177,000 - - - 
20522 E VIA DE PALM Beds Baths Sq FI 23969 S 202ND Ct#38 Beds Baths Sq Ft 23712 S 205 St #54 Beds Baths Sq Ft 
Queen Creek P2 85142 Queen Creek p285142 Queen Creek A285142 

Redfin Tour Insights for 20403 E VIA DE PALMAS -- #47 Follow This Home 1 

of 6 2/16/2015 3:06 PM 



~ Property Listings Sibbach.com 

2 of5 

http://www.sibbach.com/listings/20433-E-Via-De-Palmas-Street-Queen-. .. 

Location, Tax & Legal 

Map Code/Grid: V42 House Number: 20433 

I Compass: E Street Name: Via De Palmas 

I St Suffix: Street City/Town Code: Queen Creek 

State/Province: A2 Zip Code: 85142 

Subdivision: The Pecans Taxes: 1169 

General Property Description 

Dwelling Type: Single Family - 
Detached 

Exterior Stories: 1 

# Bedrooms: 5 

Approx SQFT 5385 Price/SqFt: 181.04 

Approx SqFt Range: 5,001 + 

Year Built: 2014 

Dwelling Styles: Detached 

x_ 

# of Interior Levels: 1 

# Bathrooms: 4 5 

x_ - 
~~ _x_ I _  

Horses: N 

Apx Lot Size Range: 24,001 - 
35,000 

Jr. High School: Newell Barney 
xi 

Elementary School: Queen 
Creek Elementary School Junior High School # 

High School: Queen Creek High 

School Queen Creek Unified District 

High School Dist #: 095 - Queen 

xx 

Elem School Dist #: 095 - 

' Creek Unified District 
_ _ _ _  _I 

i Remarks & Misc 

Geo Lat: 33.230072 Geo Lon: -1 11.642945 I 
I __  - 

, Status Change Info 1 

Status: Active Status Change Date: 
I 2014-12-06 

- -  - 

8 Legal Info 
4 

2/16/2015 3 : O O  PM 

http://Sibbach.com
http://www.sibbach.com/listings/20433-E-Via-De-Palmas-Street-Queen


___ 

Property Listings Sibbach.com 

Township: 2s 

Section: 2% 

http://www.sibbach.com/listings/20433-E-Via-De-Palmas-Street-Queen-... 

Range: 7E 

Lot Number: 45 

Association & Fees 

HOA Y/N: Y 

HOA Fee: 190 

HOA Name: Pecans 

HOA 2 Y/N: N 

Cap Imprv/lmpact Fee: .5 

Cap Impv/lmptFee2$/%: $ 

Rec Center Fee Y/N: N 

Ttl Mthly Fee Equiv: 190 

HOA Transfer Fee: 250 

HOA Paid (Freq): Monthly 

HOA Telephone: 480-250-0999 

PAD Fee Y/N: N 

Cap Impv/lmpt Fee$/%: YO 

Land Lease Fee YIN: N 

Rec Center Fee 2 Y/N: N 

Basement 

Basement Y/N: N 

Separate Den/Off ice 

Sep Den/Office YIN: Y 

Parking Spaces 

Garage Spaces: 4 

Total Covered Spaces: 4 

Slab Parking Spaces: 6 

Property Features 

Special Listing Cond: NIA 

Architecture: Ranch 

Master Bathroom: Separate Shwr & Tub; Double Sinks; Private Toilet 
Room; Tub with Jets 

Additional Bedroom: Mstr Bdr Walkin Clst; Othr Bdr Walkin Clst 

Fireplace: 2 Fireplace; Fireplace Master Bdr 

3 of5 2/16/2015 3:OO PM 

http://Sibbach.com
http://www.sibbach.com/listings/20433-E-Via-De-Palmas-Street-Queen


The Pecans Real Estate I Queen Creek Real Estate For Sale I Queen Cre ... http://www.eastvalleyrealestateforsale.com/id~queen-creek-reales~te/si... 

Basement Description: None 

Community Features: 

Const - Finish: Painted,Stucco,Stone 

Construction: Frame -Wood 

Construction Status: To Be Built 

ooling Cooling: Refrigeration 

Dining Area: Eat-in Kitchen,Formal 

EnergyIGreen Features: Multi-Zones 

Exterior Features: Covered Patio(s),Pvt Yrd(s)/Crtyrd(s) 

Interior Features: 

Fencing: Block 

Fireplace: No Fireplace 

Flooring: Carpet,Tile 

Heating: Other (See Remarks) 

Kitchen Features: 

BikingNValking Path,Gated Community,Children's Playgrnd 

9+ Flat Ceilings,No Interior Steps,Vaulted Ceiling(s) 

Bu i It4 n Microwave, Wal k-i n Pantry, Wa I I Oven( s),Ra nge/Oven 
Elec,Dishwasher,Kitchen Island,Granite 

Cou ntertops,Disposa I 

Dirt Back,Yrd Wtring Sys Front,Grass Front Landscaping: 

Laundry: Inside Laundry,Wshr/Dry Hookup Only 

Master Bathroom: 

Miscellaneous: Home Warranty 

New Financing: Cash,Conventional 

Other Rooms: Great Room 

Parking Features: Electric Door Opener 

Pool: No Pool 

Property Description: CUI-De-Sac Lot 

Roofing: Concrete 

Sewer: Septic 

Spa: None 

NIA Special Listing Cond: 

Unit Style: All on One Level 

Uti titi es: SRP,SW Gas 

Water: City Water 

HOA 

Double Sinks,Separate Shwr & Tub,Full Bth Master Bdrm 

Y 

HOA Transfer Fee: 190.00 

7 o f 8  1/29/2015 947  AM 



The Pecans Real Estate I Queen Creek Real Estate For Sale I Queen Cre ... http://~.eastvalleyrealestateforsale.com/idx/queen-creek-realestate/si... 

HOA Fee: 190.00 

HOA Paid (Freq): Monthly 

HOA Name: The Pecans HOA 

HOA Telephone: 480-892-8756 

HOA 2 Y/N: N 

Home (../index.php) Buy (../buy.php) Sell (../sell.php) Featured Listings 
(http://www.eastvalleyrealestateforsale.com/idx/real-estate-for-sale/featured) Affiliates (../affiliates/index.php) 

Contact (../contact-us.php) Loan Doctors (../affiliates/loan-doctors.php) Driggs Title (../affiliates/driggs-title- 
agency.php) 

Kristi Hinkle is a licensed real estate agent with Tempus Real Estate We have over 20 years of experience in 
commercial and residential real estate sales in Arizona. 

Our Real Estate Office 
Kristi Hinkle 

Tempus Real Estate 
8350 E Raintree Dr. #225 

Scottsdale, AZ 85260 
Copyright 0 2014 Kristi Hinkle - Realtor with Tempus Real Estate. All Rights Reserved. 

Buy Homes in Scottsdale (http://www.eastvaIleyrealestateforsale.com/idx/reaI-estate-for-saIe/scottsdaIe) I Buy 
Homes in Mesa (http://www.eastvalleyrealestateforsale.com/id~real-estate-for-sale/mesa) 1 Buy Homes in Gilbert 

(http://www.eastvalleyrealestateforsale.com/idx/real-estate-for-sale/gilbe~) 1 Buy Homes in Tempe 
(http://www.eastvalleyrealestateforsale.com/i~~real-estate-for-sale/tempe) 1 Buy Homes in Chandler 

(http://www.eastvalleyrealestateforsale.com/id~real-estate-for-sale/chandler) I Buy Homes in Gold Canyon 
(http://www.eastvalleyrealestateforsale.com/idx/real-estate-for-sale/gold-canyon) I Sitemap 

(http://www.eastvalleyrealestateforsale.com/armls/index.php) 

1/29/2015 9:47 AM 

http://www.eastvalleyrealestateforsale.com/idx/real-estate-for-sale/featured
http://www.eastvaIleyrealestateforsale.com/idx/reaI-estate-for-saIe/scottsdaIe
http://www.eastvalleyrealestateforsale.com/idx/real-estate-for-sale/gold-canyon
http://www.eastvalleyrealestateforsale.com/armls/index.php


------___---I-____ ___I_ i___- 

Registered Name 
Information Search 

Generated by TnT Names Search k r s i o n  3 11 

File ID 2023369 

Status Active 
Description Limited Partnership 

Name STRATEGIC FUNDING VII, LP 

Address I 2812 NORTH NORWALK#105 

City MESA 
State A2 
ZIP 8521 5- 

Registered Date 12/19/2008 

Instructions 

Description 

Amendment 
Date r G i z ~ ~ ~ ~  

11/8/2012 )~~~~ 

AgenUOwner Information 

Registration Information 
Received Amended (Assigned Expiration vm 

12/19/2008 brrrr 

@Copyright 2000 by Arizona Secretary of Sfafe - ALL RIGHTS RESERVED 

Please email your comments or questions regarding this system to trades@azsos.qov. We appreciate any feedback. 

1 of2  1/26/2015 11:48 AM 



20525 E Chandler Heights Rd Queen Creek, AZ 85 142 I Property Facts and Histo 

ot Size 

# 

1,086 

SQ FT 

Commercial Building 

2004 

2004 

v Construction Details 

rs 1 

Concrete 

4,982 

SQ FT 

$8.41 
MILLION 

Square Footage and Lot Size 

In terms of building space, this property is about 

average compared to all commercial properties in 

the 85142 zip code. It's built on 

sized lot relative to other com 

in the 85142 zip code. It has 4, 

while a typical commercial property has 55,321 

sq ft. 

Maricopa County records do not identify what 

type of commercial property this is. The statistics 

above were derived by comparing this listing to 

other unknown commercial propedies. 

nstr ualit Average 

Packaged 

Insulated Finish/Exterior Insulated Finishing System 

Packaged 

h 

http://commercial-properties.findthebest.com/l/lO3 894 1 /20525-E-Chandler-Heights-Rd-Q.. . 1/28/20 15 

http://commercial-properties.findthebest.com/l/lO3


20525 E Chandler Heights Rd Queen Creek, AZ 85 142 I Property Facts and History Page 3 of 4 

Electricity 8 Unknown Electrical Wiring 

Water Source @ Unknown 

Sewage @ Public 

it 

A Sale and Tax Details for 20525 E Chandler Heights Rd 

A Estimated Mortgage 

A Nearby Comparable Properties 

v Companies At 20525 E Chandler Heights Rd Queen Creek, AZ 85142 

Organization 

ecans 

s Ro 

Employees At Sales Volume General 
This Location (Estimated) Phone 

Industry 

5 
Homeowner 
Association 

Water Supply 
Systems 

$1 80,000 (480) 677- 
8655 

(480) 892- 
1380 

(480) 892- 
8756 

(480) 892- 
8756 

http://commercial-properties .findthebest.com/l/l038941/20525-E-Chandler-Heights-Rd-Q... 1 /28/20 1 5 

http://commercial-properties
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Richard L. Sallquist, Esq. (002677) R E C E l t w  
SALLQUIST, DRUMMOND & O’CONNOR, P.C. 
4500 S. Lakeshore Drive, Suite 339 
Tempe, Arizona 85282 ZOOB APR -3 P 3: 28 
Telephone: (480) 839-5202 Fax: (480) 345-0412 
Attorneys for Utility Source, LLC AZ CORP COMMISSlOf?l 

DOCUMENT COt-fTROL 
BEFORE THE ARIZONA CORPORATION COMMISSION 

[N THE MATTER OF THE APPLICATION OF ) DOCKET NO. WS-04235A-05-0707 
UTILITY SOURCE, LLC FOR AN EXTENSION 
OF ITS CERTIFICATE OF CONVENIENCE AND ) COMMENTS AND OBJECTIONS 
NECESSITY TO PROVIDE WATER AND 

) 

TO STAF’F REPORT 
WASTEWATER SERVICE IN COCONINO ) 
COUNTY, ARIZONA. 1 

Utility Source, LLC (“Utility Source” or the “Company”) hereby provides its Comments 

and Objections to the StaBReport, and in support thereof provides the following: 

1. 

2. 

On March 24,2006, Staff filed its Staff Report in the subject Application. 

The Procedural Order dated February 17,2006, provided, among other things, that 

the Company could provide its objections to the StaffReport on or before April 3,2006. 

3. On March 3 1, 2006, representatives of the Staff and Company met to discuss the 

alleged deficiencies in the data Staff had received which caused the Staff to recommend denial of 

the Application. The Company provided much of that information at the meeting, and indicated 

that the remainder of the data would be provided in this response. 

4. The data pertaining to the water extension includes the following: 

A. A revised Extension Agreement Data Sheet expressed in thousand gallons 

consumption, which is attached hereto. 

B. The Staffs assumptions regarding the existing water system were not 

entirely correct. The water system includes five (not three) shallow wells (44 gpm total 

capacity or 71 acre-feet per year). Although the Arizona Department of Water Resources 

-1- 36100.0OOO0.137 
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(“ADWR”) does not include the shallow well capacity in their 100-year analysis, the fact 

remains that they are used currently to meet the demand. The wells tapped into the shallow 

aquifer in the Bellemont area has served existing uses for decades, with little effect from 

drought. The deep wells that Utility Source has drilled are included in the ADWR Physical 

Availability Demonstration (“PAD”). Utility Source has drilled four deep wells that have the 

capacity to provide 771 acre-feet of water annually to customers within the existing and 

proposed expanded service area. Wells #1 and #2 have a capacity of 35 gallons per minute 

(gpm) or 56 acre-feet per year. Well #3 produces 72 gpm or 1 16 acre-feet per year. The most 

recent well drilled, Well #4, is the best producing well and has a capacity of 371 gpm or 598 

acre-feet per year. Wells #3 and #4 were drilled into a subsurface fracture system that 

provides a significant volume of water compared to the other wells. Although Well #4 is the 

best producing well, its use is not necessary at this time. The existing shallow wells and first 

two deep wells are used primarily to meet the demand. Well #3 is used idtequently as a 
rrc / 

back up well. Therefore, more than 75% of the existing well capacity is currently unused and 

available fiom Well #3 and Well ##4 to meet the new demand in the expanded service area 
*- 

requested. Two potable water storage tanks exist with a total capacity of approximately 

680,000 gallons. No storage tank exists for the storage of treated effluent. This information 

was summarized in the Extension Agreement Data Sheet submitted as Exhibit F in the 

application submitted October 6,2005 and was resubmitted on March 8,2006. At the March 

31, 2006 meeting, copies of the Engineering Plans were provided for the Company’s two 

storage reservoirs, the historic 285,000 gallon storage reservoir, and the subsequently 

constructed 422,000 gallon storage tank, including the Approval of Construction for the 

-2- 36100.00000.137 
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422,000 gallon tank. That combined storage provides adequate capacity for the entire 

expanded water certificate area. 

/ 

/ 

C. Discussion and explanation of the PAD, copies of which were provided to 

Staff on January 17, 2006 and March 8, 2006, which supports the indicated 771 acre-feet of 

Mater availability, well in excess of the expansion area requirements. The Company indicated 

hat the ADWR has advised the Company's Hydrologist, HydroSystems, Inc., that the PAD was 

lnder review and that clarifying questions would be provided by ADWR by April 14,2006. The 

2ompany agreed to provide copies of those questions to the Staff upon receipt. 

D. Discussion of the new source arsenic reports for Deep Wells 3, 4, and 5,  

md the explanation that the Company "blends" all water at the storage tanks prior to distribution 

o the customers. A copy of the Arsenic Report for the blended water will be provided to Staff 

within ten (1 0) days. 7 

E. The existing water distribution facilities were explained showing that the major 

ievelopment needed only to construct on-site facilities to serve the expansion area. A letter from 

hat Developer was provided to Staff at the March 3 1,2006 meeting committing the Developer to 

\ 

* 
build those on-site facilities. d-1 

5 .  The wastewater facilities were then discussed as follows: 

A. The need to expand the wastewater treatment will occur when it reaches 

BO% of its 150,000 GPD capacity. The Peak Day Capacity data provided to Staff was an 

momaly that occurred because the manhole covers within the existing service area had not been 

sealed. That permitted the storm water runoff to enter the system for treatment. Those manhole 

covers have now been sealed so that storm water will not now impact the system. A copy of the 

-3- 36100.00000.137 
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lertified Operator’s explanation of that occurrence, as confirmed by the Company’s Engineer, i s  

ttached hereto. 

B. A letter was provided from the new Developer that indicated the 

leveloper would pay for the expansion module of the wastewater plant, and fund all on-site 

ollection facilities within that development. 

Based upon the above, the Company is of the opinion that it has provided all information 

~ecessary to satisfy the Staff‘s concerns, and therefore requests that the Staff amend the Staff 

Leport to indicate support for the proposed expansion. 

u\E) Respectfully submitted t h i s 2  day of April, 2006. 

SALLQUIST, DRUMMOND & O’CONNOR, P.C. 
4500 S. Lakeshore Drive, Suite 339 
Tempe, AZ 85282 
Attorneys for Utility Source, LLC 

The original and ten copies o 
he foregoing were filed this 
lay of April, 2006, with: 

locket Control 
4rizona Corporation Commission 
I200 W. Washington St. 
?hoenix, AZ 85007 

Zopies of the foregoing were *v 
hand delivered/mailed thic 
lay of April, 2006, to: 

Hearing Division 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, AZ 85007 

36100.00000.137 -4- 
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h d a  Jaress 
Jtilities Division 
bizona Corporation Commission 
1200 W. Washington St. 
'hoenix, AZ 85007 

Iian Liu 
Zngineering Division 
kizona Corporation Commission 
1200 W. Washington St. 
'hoenix, AZ 85007 

David Ronald 
Jegal Division 
Qrizona Corporation Commission 
1200 W. Washington St. 

36100.00000.137 -5- 



ARIZONA CORPORATION COMMISSION 
Utilities Division 
1200 WEST WASHINGTON PHOENIXARIZIONA 85007 

EXTENSION AGREEMENT 
DATA SHEET 

EXTENSION AGREEMENT WITH: 
CC&N Application 

COMPANY NAME: 

W.A. No.: 
ACC NO.: WS-04235 

DIVISION 

NUMBER OF PROPOSED CUSTOMERS: -1 PROJECTED PEAK USAGE (DOMESTIC GPM): 

NUMBER OF CUSTOMERS I 
BY MONTH YEAR 

FOR THE LAST 12 MONTHS 2004 2005 

JANUARY 
FEBRUARY 
MARCH 
APRIL 

MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOEIER 
NOVEMBER 
DECEMBER 

179 
I89 

232 

242 

241 

260 
276 

271 

209 

284 

284 
308 

I TOTALGAUONSSOLD I 
PER MONTH 

FOR LAST 12 MONTHS' 

JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 

OCTOBER 
NOVEMBER 
DECEMBER 

926 
1,078 

4,131 

904 

959 

AR 
2006 

1,208 

1,037 

1,137 

1,298 

1486 
1,864 

2,079 

~ ~- ~ 

WELL PUMP CAPACITY (GPM) 
GPM WELL# GPM WELL# GPM W w #  GPM WELL# 

7 ASSSS9OW I1 i 56593267 
12 B6666421  23 2 6&5988a4 
10 C65608646 72 3 66-203241 
6 DSS-516326 34v 4 66-206887 

10 EM-598S23 

Well not completed or tested as ot flllna 

- STORAGE CAPACITY (GALLONS): -1 
BOOSTER PUMP CAPACITY (GPM) 

GPM BOWER GPM B ~ T E R  GPM BOOETER GPM b m  

I I 

Will additional well capacity be needed as a result of this agreement? D y e s   NO 
Will new booster stations be necessary to serve the proposed addition? a y e s  No 

Utlllty Source ACC Eng Data F m . x l s  EXHIBIT F 4/3/2006 





c 

I 

/ 

i z 

3 



P I m u u ,  a o o r l o  
~ 0 0 0 0  
= N N N N  

E 
P 
.I- 

L s! m 



L 

2 

U 
S m 

0 0 0 0  
0 0 0 0  m o m o  
F-- 0- F-- 0- 
m o m m  

rlr lr l  

0 
3 

N 

W 
a0 m 
a, 
L 

k 

0 0 
0 0 

N m 
rl 

8 8 

€ 
2 

Y- 

2 
E 

0 
Y 



. 
i 

STATE OF ARIZONA 
DEPARTMENT OF REAL ESTATE 

FOR 
FLAGSTAFF mmows 

. i  

Registration No. DM01-027302 

S'UBDIVIDE RS 

GREENFIELD L . W  DEVELOPMENT, L.L.C. 
721 East San Pedro- 

Gilbert, ,4rizona 85234 

TGC Development Timothy and Audra CampbelI Mason and Carrie Lundell . 
P.O. Box 16122 
Bellemont, AZ 86015 Bellemont, AZ S6015 Flagstaff, AZ 86004 

P.O. Box 16111 4343 E. Solere Ave. $2060 

Mach 26,200)O 

Effective Date 

PROPERTY REPORT DISCLAIMER - 

This report is NOT A RECOMMENDATlON NOR ,AN ENDORSEWN by the Stete of 
Arizona of this land but is provided for infomationd purposes OhLY, The report reflects 
information provided by the subdivider and obtained by the Department ia its review process in 
accurdance with the provisions of Title 32, Chapter 20, Article 4, of the Arizonz, Raised 
Statutes, as amended. NOTE that not all- of the infxmation in this report has been verified by the 
Department; certain infomation has been accepted by the Department as true and accurate based 
on attestation of the subdivider andlor ihe subdivider's agents. You should Yerify all facts before 
signing any documents. The D e p h  
improvement or' structure and dues not 

PHOENIX OFFICE TlJCSON OFFICE 
2910 North 44th Street 400 North Congress 
sui& 100 
Phoenix, Arizona 85 
(602) 468-1414 Est 
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THE ARIZONA DhPARTMXNT QF REAL EST.4TE 

REQUIRE;S TKAT: 

1. You BE GIVEN this public report; 

2. YOU SIGN A RECEIPT indicating that you received chis report; 

.. RECO.MMENDS: 

1. you DO XOT SIGN ANY AGREEMENT before you have read this report; 

2. You see the EXACT PROPERTY you are interested in BEFORE STG?JNG m y  
docutnent for lease or purckase. 

~ 

ARIZOYA LAW STATES: 

1. THE SALE OR LEASE OF SLBDTVIDED LANDS PRIOR TO ISSUANCE OF 
THTS REPORT OR F A I L L ,  TO DELIVER THIS REPORT TO YOU SHAL.L 
RENDER THE SALE OR LEASE IESCMDmLE BY YOT,;. ACTIO5 TO 
RESCIXD MTJST BE BROUGHT WITHIX 3 Y E N i S  FROM DA'I'E OF 
EXECUTION OF PURCHASE AGKEEIvfENT. 

2. CONTRACTS OR AGKEERlENTS FOR THE PURCHASE OF AN 
LTNIMPROVED LOT (WTHOUT A BUILDB'G)" MAY BE RESCINDED BY 
YOU WITHOUT CAUSE BY SEXIXNG OR DELIVERING WPJTTEK NOTICE 
OF RESCISSION BY MIDNIGHT OF THE SEVESTH CALENDAR DAY 
FOLLOWING THE SIGNING. 

- '- 

3. IF YOU HAVE SIGNED A PURCHASE AGREEMENT FOR THE PLXCHASE OF 
AN UNlhPROVED LOT (WTHOIJT A BUILDING)* PMOR TU INSPECTHG 
THE LOT, YOU HAVE SIX MONTHS TO INSPECT hXD W O N  INSPECTION 
MAY RESCTND THE PURCHASE AGIEEMEXT. 

*A contract or agreement for purchase of a lot which includes a-building 
or obligates the seller to complctc consnvction of a building within b o  
years from the contract date does not constitute the purchase of an 
unimproved lot. Therefore, if your purchmse includes a Iot and a building 
or'a building to be built, you are not entitled to the rescission rights 
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REGISTRATION NO. DbfO 1-027302 FLAGS'I'AFF MXADOTVS 

GENERAL 

This report includes: Lots 1 t i n  133. 

The map of this subdivision: is recorded in Case 8, Map 57, records of Coconino 
County, State of Arizona. 

The subdivision is approximately 44.8605 acres in size. It has been divided into 133 lots 
and 4 Tracts. Lot boundaries will be staked 

. 

YOU ARE ADVISED TO OBTAIN A COPY OF rm RECORDED m4p AND 
CORRECTION DOCL%ENTS, IF ANY, AND NOTE ALL EASEMEPiTS, 
RESTRICTIONS AND STATEMENTS COKTAINED THEREIN. 

SUBDIVISION LOCATION 

Location: Shadow Mountain Drive and Rcllemont. Springs, Coconino County, Arizona, . 

SUBDIVISION CHARACTENSTICS 

Topography: Majority of prop83 is open meadows. App~oxirnately 12 treed lots. 

Flooding and Drainage: Subdivider advises this subdivision is not subject to any known 
flooding or drainage problems; 

Gregory L. Allen, P. E., L. S., with Allen Consulting Engineers, Xnc. states in his letter . -- 
dated October 31,2001 the following: 

'l'his letter is to cedi3 that all homes built xithin the FIagstaff Meadows subdivision are 
not in the 200-year flood plain of any wash or river and finished floors are free from 
inundation during a 100 year peak runoff cvcnt if constructed in amordance with 
approved plans. 

Soils: Subdivider advises this subdivision is subject to expan 

&egg A. Creaser, P. E,, with Speedie and Associates, 
November 28,2001 the following: 

We have been taking with Tim Campbell and Edwin Nagy, Shepard-Wesnitzer, about 
additional alternatives for support of the proposed residential structures in an effort to 
decrease potential costs associated with some of th 
geotechnical r 
referenced site. 

or subsidence so 



.. 
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An acceptable alternative, not specifically addressed, would be to support the stnictures 
on a “mat” foundation or reinforced structural slab and foundation systcm. This type of 
foundation would be similar to a post tension systeni, in that the house w d d  be designed 
to move with the expansive soils. For design calculations, the parameters provided in our 
original report for a post tension system may be used. This includes a bearing capacity of 
500 psf andlor subgrade modulus (k) of 100 pci with differential movemcnr of 0.293 
inches and 0.519 incnes for edge and center lift respectfSly. Due to fiost concerns, it is 
recommended to turn dawn the exterior edge of the mininium depth of 36 inches below 
finished grade. As with the other alternatives recommended in OLU report, potential 
homeowners should be made aware of the risks associated with the expansive soils on site 
and restrictions on grading and landscaping adjacent to foundation elements and concrete 
slabs. Providing and maintaining proper drainage is still critical to hclp minimize 
potential movements. 

Adjacent Lands and Viclnity: Approximately 2000 feet north of Flagstaff Meadows 
there is a proposed Gun Range by Axizoiia Game and Fish which has not yet been 
approved. East is Forest Service Land; South is Commercial Zoned Property which will 
include a Sewage Treatment Plant which will service Flagstaff Meadows. West is 
Gommcicial and Forest Service Land. 

AIRPORTS 

Airport: Flagstaff Airport, approximately 10 miles to the east of the subdivision. 

UTILITIES 

Electricity: Arizona Public Service (92s) 699-4087. Facilities Will be completed to lot 
line by July 19,2002. 

Cost to complete facilities &om lot line to dwelling is: 
For improved lots cost is included in the sales price. 
Far rrnimpwved lots cost is approximately $200.00 for trenching and materiaIs. 
Ail purchasers will be required to pay a $25.00 plus tax service cstablislnrient fee and a 
$200.00 deposit may be required. 

Street Lights: Subdividcr advises street lights will not he provided. 

Telephone: Qwest Communications (SOO) 244-1 1 1 1. Facilities will be cokplded to lot 
h e  by July 19,2002. 

Cost to complete facilities fiom lot line to dwelling is: 
For improved Iota cost is included in the sales price. 
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It is possible that you may not have telephone service at the time of closing. You are 
advised to contact your service provider to determine the  status of lekphune service. You 
may also want to consideT temporary alternatives, ie. a cellular teltrphonc. 

Natural Gas: Citizens Utilities (928) 774-4592. Facilities will be completed to lot line by 
July 19,3002. 
Cost to compfeie fafacilities from Iot line to dwelling 
For improved lots cost is iiicluded in the sales price. 
For unimproved lots thcre is no charge for under 60 feet from meter. 

All purchasers will be required to pay a meter set charge of $15.00 and a $30.00 deposit: 
j€required. 

Water: Utility Services (480) 892-8756. Facilities wilf be coinpleted to lot line by July 
19,2002. . 
Cost to complete facilities from lot line to dwelling is: 
For improved lots cost is included in the sales price. 
For unimproved lots cost is approximately S~OOO.CO. 
All purchasers will be required to pay a $19.00 service chwge and a 525.00 dqosit. 

Arizona Department of Water Resources states in their lettcr dated March 22, 2002 the 
fallowing: 

“Flagstaff bfzadows, Unit 1 is a resideritid subdivision located witkin approximately one 
half mile of the Cmp Vnde Navajo water quality assurance revohing find she 
(WQAECF) and about 8 miles west of the Town of Flagstaff, The water supply plans cat 
for domestic water to be prosided to each of the 133 lots in the subdivision by the 
Flagstaff Meadows Property Owners Association from three off-site wells. Water kvzl 
information available to thc Departmen1 at this time indicates that the depth-to-water in 
the area range from about 16 to 159 feet below land surface &om shallow groundwater 
zones containing alluvial and volcanic &posits. 

:- 

This shallow groundwatcr system depends upon direct recharge from precipitation ami 
may not provide a dependablc domestic supply during dry weather cpies. There is 
insufficient information available to indicate if the water is of suEfficien1 quality fix 
domzstic use. NO infomarion bas been provided regarding the long-term dependability of 
the water supply to the Deparken?. Because it has not been danunatrated that a 1RO-ytar 
water supply is available to each lot based on the Department’s physical availability 
criteria, rhe Department of Water Resources, therefore, must find the svisdivisiun’s water 
supply to be inadeauste to the projected demands of the subdivision.” 

Sewage Disposal: Utility Services (408) 892-8756, Fwilities wit1 be completed to tu; fine 
by July 19, 2002. Cost to complete facilities from 
]For improved lots cost is included in the ;ales price. 
For unimproved lots cost ds approximately $10. 
Purchzsers will be required to pay a $1800.00 tap in fee. 
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THE ABOVE COSTS ARE SUBJECT TU CHANGE BY SERVICE PROVIDERS. 
YOU SHOULD CONTACT THE ABOVE PROVIDERS REGARDIKG 
EXTENSIOK RULES AND REGULATIONS, SERVICE CONNECTIONS A 3 D  
cosrs IKVOLVED. 

STREETS, ROADS AND DRAINAGE 

Access to the Subdivision: Asphzlt paved public streets to be completed by July 19. 
2002. M e r  1 year &om completion Coconino County will be responsible far 
maintenance . 

Access within the Subdivision: Asphalt paved public streets to be completed by July 19, 
2002. One year after completion Coconino County will be responsible for maintenance. 

Flood and Drainage: The 100 year ponding limit for run off will be maintained in Tract 
A which will be completed by October 3 1, 2002. 

COMMON, comimin AND RECREATIONAL FACILITIES 

Within the Subdivision: Tract A which will be the detention area and common area park 
will be completed by July 19, '2002. The Homeowners Associatiotl will be responsible for 
maintenance. 

IVitlrin the Master Planned Cornmonib: Subdivider advises this subdivision is not p'at 
of a Mastcr Planned Community. 

ASSURANCES FOR COMPIXTTON 

Assurances far Completion of Subdivision Facilities: Subdivider has provided a bond 
for the completion of the subdivision improvements. 

tissurances for Maintenance of Subdivision Facilities: The Utility col11p;xnies will 
maintain there facilities and the Homeouners Association will rnaintah the th- ., common 
faci Iities. 

LOCAL SERVICES AND FACXT,JTJXS 

. Schools: West Maine Consolidated Element-q, 8 miles; Flagstaff Middle School, 
approximately 13 miles; and Flagstaff High School approximately 13 miles east of die 
subdivision, 

SCHOOL FACILITXES AND BUS SERVICE MAY CIWNCE. YOU SHOULD 

LOCATXON OF SCHOOLS AND RU 

i 

CONTACT THE LOCAL SCHOOL . .  - .  . .. . . ,  . ,  i . .  
3 3 ,  . .., . ..' 

. .  . . .  ... - .  . 
. ,  . 

. ..... .. . . .  . .  - 
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Shopping FaciUties: Located at Bellemont Travel Centcr approximately 3: mile from the 
subdivision. 

Public Transportation: Subdivider advises public transportation i s  not availrrbie. 

Medical Facilities: Flagstaff Medical Center, 1200 North Beaver Skeet approximately 
15 miles from the subdivision. 

Fire Protection: Provided by Parks Bellemont Fire Disrrict. 

Ambulance Sewire: Subdivider advises this subdivision is located within a 91 I -service 
arzii. 

. -  

Police Services: Provided by Coconino County Sheriffs Department. 

Gsrbage Services: Provided by Waste MtLnRgement at a cost to purcliasers in the mount  
of $76.00 per quarter. 

I[,OCATTOl\iS AND COSTS OF THE ABOVE SERVICES AND FACILlTlES 
MAY CIUNGE, YOU SHOGLD VE€UTY THEIR CURRENT LOCATIONS AND 
COSTS PRIOR TO PURCHASE. 

- SUBDIVISION USE AND RESTRTCTIONS 

Use: This offering is for unimproved and improved lots only. 

"Unimproved lot or parcel" means a lot or parccl of a subdivision that is no2 an 
improved lot or parcel. 

'Wproved lot or parcel" meam a lot or pmcel of a subdivision upon which a !ot 
or parcel of a subdivisior, upon which a lot or p a r d  there is a residential, 
commercial or industrial building of concerning which a contract has been elitered 
into between a subdivider directly, or indirectly Through a building contractor, to 
complete construchon of a residential, commercial or industrial building on the lot 
or parcel within two years from the date on which the contract of sale for the lot is 
entered into, 

Zoning: Single family residential. 

Conditions, Reservations and Restrictions! YO3 ARE ADVISED TK4T THE 
DECLAFLAnON OF COVENANTS, CONDITIONS At\B RESTRICTIONS FUR THIS 
SUBDIVISION PROVIDES FOR AN ARCHITECTIN CONTROL COMMTTTEE. . 

' 



that may run with the land including City or Coi i i y  zoning restrictions should be 
investigated by you. Copies of those items, which are recorded, may be inspected at the 
Office of the Coconino County Recorder. Information about zoning may be obtained at 
the Office of the Coccmino County Planning atid Zoning Department. Restrictions x e  
recorded as cited in the following title exceptions and per the subditkion plat. 

TitIe to this subdivision is vested in Gresnfield Land Developineilt, L.L.C., a limited 
liability company, as to lots 1-6, 8-12,14-78,80-83, 8592.94-133.. 
'TGC Development, Inc. as to lots 93,84 and 13. 
Mason Lundell and Came Lundell, husband and wife, as to lot 79; 
Timothy G. Camphell and Audra Campball, husband and wife, as to lot 7. 

Srrbdivider's interest in this subdivision is evidenced-by fee title. 

Title is subject, among other things, to all taxes, assessments, coveiiants, conditions, 
restrictions, limitations, reservations, rights, obfigatiocs, powers, easements, riglits of 
way, liens, and charges of record. YOU SHOULD INVESTIGATE THE TITLE AND 
SATXSFY YOZIRSELF AS TO WHAT EFFECT, IF ANI-, TmSE MATTERS 
M.411 HAVE: ON THE USE OF TEE LAND. Title exc.eptions affecting t he  condition 
of titic are listed in the Preliminary Title R e p o ~  dated January 17, XN2 issued by Fidelity 
Title Insurance Agency of Coconino. You should obtain a title report and determine 
the effect of the listed exceptions, 

EXCEPTIONS: SEE EXHIBIT 4rA9' ATTACHED 

METHOD OF SALE OR TXASE 

Sales: Your vested interesti'ownership interesr in the property will be evidenced by the 
subdivider delivering a recorded deed to you and. by your si_+ng a Promissory Note and 
Mortgage or Deed of Trust for the unpaid balance, if any. You should read these 
Documents before signing them. 

You arc advised that earnest money deposits, down payments and other advanced 
money will not be placed in as neotrnl escrow. Such money will be paid directly to 
the seller and may be used by the seller. This means the purchaser aJsumes a risk of 
losing such money if the seller is unable or unwifling to perform under the terms of 
the purchase contract. 

Release of Liens and Encumbrances: DEVELOPER HAS ADVISED 'IIIA-T 

AFOREMENTIONED DEED OF TRUS 
LOTS. 

ARRANGEM~TS HAVE BEEN MADE 
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Use and Occupancy: Upon close of escrow and recordation of deed. 

THE PURCHASE CONTRACT rs A BTYUDING AGREEMENT. CONTRARY TO 
THE TERMS AND PROVEIONS OF THE CONTRACT, YOU MAY HAVE 
ADDITIONAL RIGHTS, REMEDIES AND WARRANTIES PR0VIDE.D BY 
LAW. READ TI-IOROUGHLY BEFORE: SIGNING. IF NOT LIBDEKS'I'OUD, 
SEEK COMPETENT ADVICE PRIOR TO COMMUMENT TO PZNCHASE. 

TAXXS AND ASSESSMRNTS 

Real Property Taxes: The combined primary and secondary property tax rate 5x thjs 
subdivision for the year 2001 is $99.56 per $1 00.00 assessed valuation. 

The estimated property tax for an unimproved lot (vacant), baied on the above tax rate 
and average sales price of $50,900.00, i s  $796.48. 

Th:: estimated property tax for an iinprovcd lot [with building), baed  on the above tax 
rate znd average sales price of $16O,OOO.O0, is $1,860.00. 

AMOUNT OF TAXES AND ASSESSmNTS SET FORTH ABOVE ARE 
AYPRO?LIMATE ONLY AND SUBJECT TO CHANCE. 

PROPERTY OWNERS ASSOCIATIONS 

Name and Assessments: Flagstaff Meadows Homeowners Association. Property vwiers 
will be required to pay assessmcnts in the amount of $30.00 per month. 

Control of Association: Control of the Association will be tmiisferred to the lot owners 
when Developer (Declarant) ceases to own m y  of the lots. 

Title to Common Areas: Title to the common arca will be transferred to the Association 
upon the termination of Class B voting rights. 

Membership: All lot owner. 

ammmrs TO PROPERTY QWERS ASSOCIATIONS SUBJECT TO 
CHANGE IPN ACCORDANCE WITH RECORDED FtESTMCTIONS. SAID 
ASSOCIATIOK MAY ALSO IMPOSE SPECLa ASmSSMENTS. 
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YOU ARl3 ADVISED TO READ THE RECORDED DECLARATION OF 
COVENANTS, CONDITIONS AND RESTRICTIONS, A4KTZCLES OF 
INCOWORATION, AND BYLAWS FOR THIS SUBDWISION TO DETXRhmF, 
THE RIGHTS OF LOT OWNXRS TO PAFtTICIPATE IN THE CONTROL OF 
THX PROPERTY OWNERS’ ASSOCIATION .4ND 70 DEERMIhX THE 
RIGHTS, DUTIES AM) LI?vIITrlTIOfiS OF OWNERS IN AND USE UF THEIR 
LOT. FURTER, YOU SHOULD DETERMISE FOR YOURSELF IF 
SUBDIVIDER’S ARRANGEMENTS AND PLANS FOR THE PAYMENT OF 
ASSESSMENTS ON UNSOLD LOTS WILL BE SUFFICIENT TO FULFILL TKE 
NEEDS, DEI\/IAM)S AND FIXANCIAE OBLIGATIOPIS OF THE 
ASSOClATIOh’, AS SET FORTH IK THE DECLARATION ANI) BYJAM’S. 

, 

WElYsed 

, . *  

. .  
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EXHIBIT "A" 

ts 

1. 
., 

2 .  

3 .  

4 .  

5 

6 ,  

7 .  

E .  

3 .  

fi 10. 

The title to the estace or i r i terest  In"the land descr ibed or referred 
in Schedule A is scbject t a  the following matters: 

"Restrictions, condi t iorrs  End regulations governing rhe  ;isz sf 
gr3undwater,  pu r suan t  to Title 4 5 ,  7'izona R e - r i s e 6  Stn:;ltea, 1 0 1 ,  
e t  ssq. " 

TAX3S PJW ASSL'SSMEhTS ccllectible by the County Treasurer fc,r =:?e 
fcllowing par. . I  

Y e e z :  SECON> X9LF 2 0 0 1 .  

Easement and rights incident thereto, "as set f o r t h  312 :.ris";rument: 

Easement and rights i x i d e n t  t hz re to ,  as . se t  fcz-ck in ~ r s t x u n e n i :  

Recorded: in Docket: 192, page 4 7 3  
Purpose: ROADWAY. 

k'aeement and rights incident therezc ,  as set  f o r t h  in izstrrrment: 

Recorded: ir; insrrunent  No. 3094564 
Purpose: road, cross access ar;d u t i l i t i e s .  

The right of tke S t a t e  of Arizona to prohibit, limit, control or 
restrict access to Interstate Highway 4 0 ,  as s e t  fosth in D o c k e t -  
211, page 240. 

Ths  sffect- of Arizcna D e s e r t m e n t  of Transposation 3eszlut.ion 
Abandoning 1-40 Frcntase hoad to Coconino County re-cordei! in 
Docke-: 1380, page 94. 

Any rules and regulzticns yszsscribed by the Secretary of 
Agriculture concernikg thr? use 02 ~ational Forest Service Rozid.v\;ay 
Sy-s?ern m a d  whizh provide access to the w i t h i n  described p r o p r t y ,  
as provided for in 16 T1,S.C. 478 .  

ALL K%?'ZEE ( S  I D13Cr',i)SED BY SCXVEY : 

Recorded ill Book of Stlmeys 
b o k  No. : 6 
Page:. 1s 
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12. Deed of Trust given to secure t h e  original amauEt shown Sslow, and 
any o t h e r  arnsxnt pzy3ble un.5.er the  t a m s  thereof:  

Trustor . : GILBERT RO.' IPJ-VESTOES, MI ARI23K-4 I ~ > R P O & ~ - ' ~ I ~ ~ ?  
Trustee : NORTH P3TERICA.Y TITLE AGENCY CF -KRIzgE& 
Bene 5 i c i ary : LOKCJIE c , MCCLE'CTE P m  ;EBB IE R . MCCLE'\t% 
Amocn t : $1,213,985.23 
Dated : 2/5/199? 
Recorded : 2/9/1939 in Docket 2204,  p z e  4 5 3 .  

ar_y ozher amount payabLe ilncler t h e  terns  thereof:  

T r u s t o r  : GREEIGIEL3 LAND CEVELOPMENT, LLC 
Trus tee  : THE STOCKMENS EANR 
Beneficiary: THE STOCKMEN5 EANK 
kmoun t : $1 ,850 ,300 .00  

13. D e e d  of T-rust given to secure  the original amo1Lrit shswr, kelow, an2 

D a t s d  : 1C/19/2001 
F:ecord=d : 1C/26/20@1 i n  Instrument No 31L3707. 

14. [)sed of Trust given to secgre tlze o r i g i n a l  axaunt shown bEl.3v>, and 
a r y  c t i e r  amount payable i;nder che = e m s  thereof:  

Trustor : GXJ3EXFIELD LiWD DEWLOPMENT, LLC 
Trus = ee ; THE STOCKMZNS BPWK 
3eneficiary: THE ST~CKM~NS a.?m 
Amount : $i,239,6?9.00 
Dazed : 10/i9/2001 
Recor6d : 10/26/50C1 In I n s t r u m c n t  No 3113708. 

D e s &  zf T r ~ s t  given to secure the 3,riginaL an;CUr-t S h O W i l  b E ! l O W ,  
any other amount pay&le under  tke t a m s  thereof: 

"ru 5 tee : NATiOfiIU; ti.K.VK OF ARIZONA 
Beneficizry: SATIONAL E W X  OF Ai?IZONA 
mioun t : $124,600.00 
Dated : L2/2€/2001 
Recorded : 12/28/2001. i n  Ins t rumen t  No. 3122319. 
(AFFECTS LOT 93j 

16. L w e d  of Tz-usc given to secure zhe original amount shmrr belaw, and 
acy Z t h e r  amount Fayable under the t e r m s  thereoz: 

T r 1? s t c~ z : T . G . C . DBVELCPIWIT INC . 
T r u s t  e e : N.4TiONU B-QX OF PiIZGNA 
3exeficicry: XATIONAL BAtJ1c OF &RT%ONA 

15. 2 x 5  

T r u s t o r  : r . G.  c . PBVELO_'I\.IIZNT, TNC . 

: $115,7CO.O3 
: 12/26/2001 

ecorded : 2031 in ZnstrumenC Nc. 
FECTS LOT 
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17. Deed of T n i s t  given to sec-.:re the original  air.omt s1:c;wn be lo^, and , 

a n y  other a.mount payable ualer ths terms thereof: 

L E .  De& of Trust aiven to secure t h e  original a r a u n t  shown ;Se10w, and 
ar.y o ther  cmouxt payable under  the tsrrns t h e r s o f  : 

,-T - . rU  3 t Gl : P.G.C. DEVELOPIvIENT, INC.  
I rtistee : N & I  MARSECLL, ISLEY 

kmoun.t : $I4C.,  l50.30 

RecordEd : 12/31/2301 i n  Instrument Ka. 3 1 2 2 4 6 5 .  
(AFFECTS LOT 13) 

- 
Beneficiary: M & I  MFrKsHALL 92rn ISLEV I 

Dated : 12/21/20Cl 

There are no f u r t h e r  rcattcrs c;E record affect ing t k i s  re?ort. 

. .  
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